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Business is modernizing. The 
growing demand for the Easy- 
Writing Royal is proof of that! 
Executives have found that it 
pays to Modernize with Royal— 
pays in lowered operating costs, 
in faster work, in finer typing. 











What a Difference Royals Make! 


Crisp, letter-perfect typing—the best you 
have ever seen! You'll notice that the first 
time you sign your mail! 

Next, you'll realize that your work, every 
executive’s work, is being done faster—that 
Easy-Writing Royals save time and money. 

Here is performance that cannot be dupli- 
cated. Shift Freedom, Touch Control*, Fin- 
ger Comfort Keys, and many other improve- 
ments are exclusive with Royal, developed 
by Royal, for the sole use of Royal owners. 





No wonder more offices are modernizing 
with Royals! No wonder Royal sales for the 
past three years have marked all-time highs! 


The test of a typewriter is the typewriter 


itself. Invite a demonstration of the Royal 
in your office . .. Compare the Work! P l R | I R 
ROYAL TYPEWRITER COMPANY, Inc. : 


2 Park Ave., New York. Factory: Hartford, Conn. 


W orld’s largest company devoted exclusively to manufacture of type- 
uriters. Makers also of the Royal Portable for student and home use. 


*Tvade-mark for key-tension device Copyright, 1937, Roval Typewriter Company, Inc. 
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Ldttort.al Comment 


i will be interesting, when the time comes, to 
learn of the experiences of corporations and 
other income taxpayers in the Cleveland district 
under the new arrangement recently put into effect 
there by the Internal Revenue Bureau, by which the 
field men have more authority than formerly to 
settle points in dispute, in an effort to reach a speedy 
determination of the taxable income. 

This is an experiment on the part of the Treas- 
ury Department. It presages, many believe, a new 
approach to the whole subject of tax collection. It 
is a change suggested in the report made to Congress 
by the Joint Congressional Committee on Internal 
Revenue Taxation about two years ago. Professor 
Roswell Magill, recently appointed Undersecretary 
of the Treasury, was a member of that committee, 
which made an intensive study of the British tax 
system. Gradually portions of the recommendations 
made by the committee are being tried out. 

Members of The Controllers Institute of America 
have on various occasions complained of the work- 
ings of the present system of tax determination, 
under which a corporate taxpayer, for instance, 
can not be sure of the amount of the tax liability 
for many years after ‘filing a return and paying a 
tax. The sudden imposition of T.D. 4422 is an ex- 
ample of what may happen to taxpayers unexpect- 
edly. The mere fact that cases were “open” was the 


basis for applying that ruling, and some were open 
for many years back, for various reasons. 

Decentralized administration is the principal fac- 
tor in the new plan which is being tried. In Great 
Britain assessment and collection of taxes have been 
kept practically current, with appeals comparatively 
few. Broad powers are conferred on the tax in- 
spector in the field, and his conclusions are not 
subject to time-consuming reviews by higher tax 
officials. The field inspector is expected to make a 
final settlement with the taxpayer, especially on 
questions of fact. In the Cleveland area this plan 
has been under trial for the past ten months. Ap- 
peals, of course, can be taken to the Board of Tax 
Appeals. They then go on the Cleveland calendar 
of the Board. The first point of contact with the 
taxpayer, however, is where the Bureau hopes to 
reach a settlement. 

Undoubtedly changes in the taxing system ‘are 
coming, and the indications are that they will be 
improvements. These changes will probably be in 
method. No real hope is entertained at this time 
that such a change as elimination of the tax on 
capital gains will be made, or other similar changes 
which many believe to be desirable. However, 
appointment of Professor Magill as undersecretary 
has been hailed as a good omen and wide satisfac- 
tion over it has been expressed. 
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Favorable and Retarding Factors for 
1937 Listed by Economist 





Outlook Promising for Ten to Fifteen Per Cent. Rise Over Previous Year—Pros- 
perity Dependent on Munitions Making, Also Further Regulation of Business by 
Government, Rated as Deterrent Factors—Address by DoNALD B. Woopwarop. 


PICTURE of what business will 
be in 1937, and of the factors 
which must be taken into consideration 
and guarded against, was presented by 
Mr. DoNnaLp B. Woopwarp, Econo- 
mist of Moody's Investors Service, at 
a meeting of the New England Control 
of THE CONTROLLERS INSTITUTE OF 
AMERICA, held January 19, in Boston. 
Mr. Woodward was formerly finan- 
cial editor of “Business Week,” and 
Washington correspondent of the 
“Wall Street Journal.” He was co-au- 
thor with Mr. Marc A. Rose of 
“Primer of Money,” 1933, and of "In- 
flation,” 1934. 

Mr. Woodward's presentation of the 
factors which must be taken into con- 
sideration is exceptionally interesting. 

—THE EpITor. 


An economist must always take a 
running jump into any subject from 
history. This mental habit may be 
cynically called laziness, but a more 
friendly critic might agree that per- 
spective can best be attained by estab- 
lishing certain guide posts. In seeking 
some foresight of 1937, perspective is 
much needed. To know where we are 
going we must have some idea where 
we are and in what direction we are 
headed. Naturally I must speak in 
broad terms on a broad subject. Nor 
am I going to quote a lot of statistics 
that you can get in any current eco- 
nomic publication. 

The average rate of business activity 
for 1936 approximately equaled that 
of the middle 1920's. This is in terms 
of aggregates, for, of course, the con- 
stituent parts of the economic system 
are functioning at quite different rates. 
Employment is now close to the aver- 
age of the middle twenties, and for 
the entire year 1936 is not so very 
far below. 


These comparisons are with absolute 
volumes of output and activity, but in 
the ten years since the middle of the 
last decade the population has grown 
by something like 12 million people, 
or a rise of about 10 per cent. There- 
fore, although the industrial system is 
making nearly as much goods and em- 
ploying not far from as many people, 
this output and employment is spread 
over a substantially larger group of 
people. Therefore our aggregates tell 
a somewhat too favorable story. 

We might say, very roughly, that 
the community is perhaps within 10 to 
15 per cent. of being as well off as a 
decade or so ago, that near to being 
as well off as during what is consid- 
ered a reasonably prosperous period. 
The middle twenties were not of 
course an Utopia, and in establishing 
perspective we should not become 
glued to a condition of the past, for 
that would be to deny progress. There 
is no reason why we should not attain 
a state of well being far exceeding any- 
thing we have ever known. 

Measured against conditions four or 
five years ago, of course, business has 
improved vastly. For that short a time 
ago the volume of output was two- 
fifths and more below present levels. 
But I need not elaborate that point, 
for you have heard it in detail from 
the campaign orators of the party for 
which the majority of you probably 
did not vote. 

Where we are, then, is in that stage 
of the business cycle called recovery. 
Prosperity has not yet been generally 
attained, although certain companies 
and industries are already in that happy 
position. 

Having determined about where we 
are, it is necessary to look at the en- 
vironment of our present position. Or 
to put it in terms of progress, what is 





the nature of the terrain over which we 
are traveling toward, we hope, better 
things. 

On examination it seems partly fa- 
miliar, but there are oddities. It is 
almost as though in driving over a 
well-known New England highway, a 
crocodile suddenly emerged from the 
roadside. In short, so far as the usu- 
ally cited statistics are concerned, we 
are in a reasonably typical stage of a 
reasonably typical business cycle. A 
depression has occurred and painfully 
the business community is working its 
way up hill from the depths and is 
making quite substantial progress. But 
there is a crocodile on this otherwise 
familiar road—in fact I think I can 
see at least two large ones. 

The first is the international situa- 
tion. Why mince words and engage 
in wishful thinking about a mess? The 
fact is that international relations have 
deteriorated almost steadily for some 
years and during the last year have 
gone from bad to still worse. The 
causes are partly economic, arising from 
depression sufferings, but in part they 
are the manifestation of grave social 
disturbance that has other roots as well. 
The situation is spiraling downward 
viciously now because the social trou- 
bles and fear of more troubles tend 
steadily to paralyze the economic ma- 
chine, the better functioning of which 
might offer more hope for alleviation 
of the worldwide unrest. 


FAcToRIES Busy MAKING WAR 
MUNITIONS 


There is of course, some economic 
recovery in the world, but to a very 
large extent it results from desperate 
moves toward uneconomic self sufh- 
ciency, motivated by the hideous fear 
of bombs and gas and starvation. To 
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a large extent too it is due to the 
roaring machinery of munitions fac- 
tories pressed ever more urgently as 
the roaring machinery of a neighbor- 
ing country’s armament works are 
heard. Not entirely, but in part, it is 
the recovery from the hangover in- 
duced by the morning after drinks. 

The United States has a heavy re- 
sponsibility to bear. Perhaps it is not 
the primary one, but we have done 
precious little that has exerted any in- 
fluence in the direction of alleviation. 
Any “holier than thou” attitude comes 
with poor grace from us. We have 
taken over such a portion of the 
world’s gold as to wreck monetary 
systems. We have refused to trade, 
being willing only to sell. We helped 
carve up Europe into an economic 
monstrosity and then poured in the 
drug of bad loans to help make the 
situation completely impossible. 

No, the situation is not hopeless. 
And another world war may not re- 
sult, for there are many other alterna- 
tives. Recovery might yet win out— 
or pure starvation. But we cannot look 
for many rays of sunshine on that 
score during 1937. 

Whatever the outcome, the signifi- 
cant fact is that internationally this is 
not a nineteenth century world; it is 
not the world of many of our mental 
habits and of many of the things we 
were taught at college. It is not in a 
world whose thoughts and motivations 
and fears and loves are those of the 
nineteenth century. In international 
affairs this is a seventh or eighth cen- 
tury world, or a twelfth and thirteenth 
century world, or perhaps a world of 
some era B.C. And that world does 
not permit and cannot produce or sup- 
port the international devices and 
mechanisms of the nineteenth and late 
eighteenth centuries. No one would 
expect to see an automatic gold stand- 
ard in the world of Frederick Bar- 
barossa, nor foreign loans to Carthage 
by the elder Cato. 

The lack of an automatic gold 
standard and corollary monetary de- 
vices should not be surprising in a 
world whose motivation has com- 
pletely changed from the last century. 
Gas masks are more important than 
gold, and bomb proof cellars more to 





be desired than merchandize ware- 
houses. The desire for shells has re- 
placed the desire and-effort for eco- 
nomic or trade shellacing. 

This is a real crocodile in this New 
England scene. 


GOVERNMENT ORDERED TO 
REGULATE BUSINESS 


Secondly, there is the domestic so- 
cial situation, more commonly called 
the political situation. Here likes and 
dislikes must be put aside and the facts 
as they are, the facts under which busi- 
ness in 1937 and somewhat beyond is 
going to be done, must be faced 
squarely. The primary fact is that 
government has been ordered to regu- 
late business, to create and perpetuate 
prosperity and to bring about a redis- 
tribution of income in favor of the so- 
called lower classes. The doctrines of 
laissez faire have at least for the pres- 
ent wasted their sweetness upon a very 
arid desert air. 

The people, and therefore the gov- 
ernment, are not satisfied with the 
standards of the nineteenth century. 
Perhaps the country has matured to a 
point of having some doubt that Uto- 
pia will be attained by going early to 
bed and rising early, or perhaps it has 
reached that stage of senility where it 
again believes in Santa Claus. Which- 
ever the interpretation, the fact is that 
government is undertaking to manage 
the functioning of the economy and it 
is going to continue to do so for some 
time at least. Business is going to be 
so surrounded by government that in 
comparison with pre-war years it will 
seem that the plight of the gallant 400 
was a simple one in comparison. And 
this is not an isolated phenomenon be- 
cause no country in this world today 
evinces any real interest in Jasssez faire 
and the standards of the nineteenth 
century. 

These are factors in the outlook for 
1937 and some years after it as well. 
Any calculation without them is de- 
void of meaning, any thought that this 
country or the world is, in 1937 or 
even 1938, going to return to that 
mode of confident planning for a con- 
fident future which marked the twen- 
ties, is an illusion. Any hope that busi- 
ness will become again as free and 
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untrammeled as fifty years or so ago is 
bound to be disappointed at least for 
some years to come. 

I have presented the international 
and the domestic political situations as 
the two broad and sweeping differences 
in this business cycle and have outlined 
them in thoroughly harsh language 
quite deliberately. Wishful thinking 
seems to me to have been carried to 
extremes both as to international af- 
fairs and the status of government; if 
an attempt to look ahead a little way 
is to have any value whatever it must 
not be obscured and thrown out of 
focus by roseate day dreams. I have 
stressed these two points before pro- 
ceeding into more concise details in 
order to provide the setting. But the 
setting is not the picture. I should give 
a very false impression of my expecta- 
tions for this New Year if the adverse 
setting is overemphasized. 


Has CONFIDENCE IN BUSINESS 
OUTLOOK 


I have real confidence in the domes- 
tic business outlook for 1937 and 
somewhat beyond. Although the dis- 
turbing factors already mentioned are 
very real and may take us over the 
brink in time, it seems improbable that 
they will prevent favorable progress in 
1937. With all of our apparent ex- 
cesses and instability, American busi- 
ness has resilency and balance and luck 
that afford great promise of better 
things for this country at least. And 
even though some of the rules of the 
game be slightly altered, realization of 
better things is not by any means out 
of the question. 

Turning now to those more specific 
and at the same time more hopeful 
features of what seems to lie ahead, 
three forces of preponderant signifi- 
cance appear. The first is that this 
country has an enormous unsatisfied 
demand for all manner of capital 
goods. Housing, automobiles, electrical 
generating capacity, new and more 
modern factories, tools and machines 
and transportation equipment are 
among them. 

In many of these heavy industry 
lines the present rate of operation is 
far below that of the middle twenties. 
In others the rate of output is rising to 














approximately the rate then prevailing, 
but there still exists an enormous def- 
icit in the production of such goods 
resulting from the virtual cessation of 
output in many of these fields for 
several years of the depression. We 
estimate that this accumulated defi- 
ciency would not be made up for sev- 
eral years at current rates of operations, 
and with output increased substantially 
a considerable period would elapse 
even then before they were made up. 
And this would but restore us to the 
level of usage of such goods that 
would have been attained had there 
not been the long years of depression 
interruption. 

But surely further gains than that 
can reasonably be contemplated. ‘‘De- 
featist’’ should not be in our vocabu- 
lary and never has been there. A higher 
standard than that which prevailed in 
the twenties is surely both possible and 
probable. Such a point of view sug- 
gests that a rising and high rate in 
the creation of capital and produc- 
tive equipment can be contemplated 
through 1937 and beyond. 

Such output begets ability to pro- 
duce consumer goods and in fact that 
is its basis. Simultaneously the activity 
distributes purchasing power that en- 
ables the consumer to buy a larger 
volume of goods. If some semblance 
of balance is maintained higher rates 
of business and employment and con- 
sumption will surely result. In short, 
the outlook for the heavy industries 
and their suppliers is especially good 
for 1937. 


MONETARY SITUATION HELPFUL 
FACTOR 


The second of these broad favorable 
aspects is the monetary situation. Our 
financial and monetary system is pretty 
well back on its feet and is functioning 
in a way that facilitates economic 
operations. The volume of the means 
of payment now exceeds the level of 
the twenties and the distribution is 
wide spread. In monetary terms the 
ability to buy is very great and the will 
is increasing. This is a monetary coun- 
terpart of the capital goods situation 
outlined above. 

At the same time the supply of 
capital in the United States is large. 
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Savings in enormous quantities exist 
at many points in the economic organ- 
ization and increasingly seek employ- 
ment. They provide the basis for mak- 
ing possible the rising capital goods 
production previously discussed. And 
an improving business produces higher 
rates and amounts of savings. 

At the same time the demand for 
these savings is relatively less in rela- 
tion to the supply and to production 
than in the past. Modern technology 
utilizes capital far more efficiently 
than in any past era. Much greater 
production is possible on a given 
volume of capital today than ever be- 
fore. We can, therefore, have exten- 
sive rises in output and activity without 
encountering stringencies of capital. 

Governmental policy is significant 
in this connection. For the last several 
years the government has been the 
largest borrower, in order to cover its 
deficit. That is now at an end and 
within the near future the Govern- 
ment will become a saver, adding to 
the supply of capital, through debt 
retirement and social security funds. 


Low INTEREST RATE SIGNIFICANT 


The supply and demand for capital 
are equilibrated through the interest 
rate. The demonstration of the supply 
of and demand for capital I have just 
mentioned are to be found in the ex- 
istence of interest rates almost unprec- 
edentedly law. This low rate and the 
probability of its continuation for a 
long time to come is of far reaching 
significance. Someone once said that 
the world could and would be rebuilt 
on a 3 per cent. interest rate. For some 
high credit borrowers that 3 per cent. 
rate now exists. It means that the cost 
of construction and modernization are 
importantly reduced. It means that pro- 
ductive capacity installed a few years 
at higher capital costs is beginning to 
meet the competition of the same and 
probably better capacities installed at 
lower capital costs, in other words that 
the rate of obsolescence is increased. It 


, means that improved technologies can 


be installed. It means that overhead 
can be reduced through refunding. 
The stimulating power, in short, of 
low money rates is in many respects 
the most fundamentally significant fac- 


37 


tor in the present situation. And these 
should continue through 1937 and be- 
yond. 

The third factor deserving particular 
attention I have already mentioned in 
another connection. It is the armament 
race throughout nearly all of the world. 
The motivation is bad in every respect 
and economically as well as politically 
the results may eventually be unfortu- 
nate, but for the present it means a vast 
stimulation to production and output 
of many materials and the improve- 
ments in those lines spread inevitably 
to others. Simultaneously and_neces- 
sarily it means expansionary monetary 
policies and we see these carried on in 
every country of the world. Ultimate 
misfortune may be the result and the 
development must be followed closely. 
However, for 1937 this powerfully 
stimulating force throughout the world 
will continue to operate and to add to 
the rising force of business improve- 
ment. 

On these three factors, therefore, we 
can build a forecast for 1937 which is 
favorable, which contemplates rising 
business activity. How extensive that 
rise may be is not to be calculated with 
any accuracy and is perhaps not so im- 
portant as a reasonable knowledge that 
it will occur. The new year should be 
better than the old and as a guess per- 
haps 10 to 15 per cent. better in aggre- 
gate volume. In specific cases the gains 
will obviously be much greater and in 
others somewhat less. 


BUILT SOMEWHAT ON UNSOUND 
FACTORS 


In coming to this conclusion we 
must bear in mind that in some re- 
spects this favorable outlook is built 
on factors known to be unsound, such 
as the armament race, and on others 
perhaps containing the embryo of un- 
soundness, such as certain phases of 
the monetary situation. This knowl- 
edge burdens us with the necessity to 
watch carefully developments as they 
occur and continually to check whether 
unsound factors are growing or di- 
minishing in their importance. 

Having painted a broad background 
of a business cycle phase varied by a 
disturbing international situation and 
changing governmental relationships, 
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and then having made a favorable fore- 
cast for 1937 based primarily on heavy 
industry, money and armaments, I 
might mention briefly a few of the 
specific developments of 1937 which 
seem to me likely to warrant and take 
a great deal of our attention. 

First and foremost might be listed 
perhaps governmental policies and 
operations. Thus far the government 
has concentrated its economic efforts 
upon expansionary activities to try to 
facilitate the emergence from depres- 
sion. Having now reached a stage of 
fairly advanced recovery and perhaps 
early prosperity, promiscuous expan- 
sion should no longer be attempted, 
for unhealthy boom conditions could 
fairly quickly grow out of present 
trends in certain directions and a boom 
means trouble if history has taught 
anything. In Washington a realization 
of this fact is very general and there 
can be little doubt that from now on 
administrative efforts will be increas- 
ingly designed to try to prevent un- 
sound developments. Already several 
steps have been taken, such as the im- 
position of higher margin requirements 
on security operations, higher reserve 
requirements on banks, and more rigid 
investment restrictions upon financial 
institutions. And additional steps are 
being contemplated. Most important 
of all is the move toward a balanced 
budget, a prime requisite for boom 
control efforts. The recent budget 
estimates contemplate such a balance. 
But debt retirement is also called for 
and should be made possible. 


GOVERNMENT Favors CONTINUANCE 
OF CHEAP MONEY 


Government policy is also important 
in the level of interest rates, although 
the supply of savings and the demand 
for them is primary. In Washington 
a conviction exists that low interest 
rates must be maintained but with that 
the quality of loans and investments 
must be carefully protected. I have 
stressed the expansionary effect of low 
money rates. Such expansion can be 
good or bad depending on the use of 
such rates. If the government is to 
continue to stress an easy money policy, 
as I am thoroughly convinced it will, 
then its responsibility to see that this is 





not used unsoundly is very great. This 
realization exists and 1937 will see 
beyond doubt increasing attention to a 
large number of qualitative monetary 
controls on every phase of the econ- 
omy. Already we have, as mentioned, 
margin requirements and reserve fe- 
quirements and investment require- 


ments. In addition we have the Un- . 


distributed Profits Tax (which is really 
an attempt to curb and to regulate in- 
vestment), taxes on intercorporate div- 
idends which have the same motiva- 
tion, and a host of others. New ones 
will be forthcoming. 


CoMMobITy Prices Must BE 
WATCHED 


The government, however, appar- 
ently has no standards or criteria as to 
when recovery becomes boom and 
beneficial improvement becomes un- 
healthy expansion. Furthermore, it has 
cast aside the orthodox traditional 
method of boom control, which is 
higher money rates, in which course it 
is but following the practice in vogue 
everywhere else in the world. These 
greatly expanded government activi- 
ties would need to be carefully watched 
in any event and when they are follow- 
ing a new and uncharted course the 
need for constant examination is the 
greater. New things are not always 
bad things, but when they are used they 
need careful watching. Government 
policies are unlikely, in my opinion, to 
prevent the further recovery outlined 
in 1937, though they may well be a 
retarding factor to an otherwise large 
advance. 

The course of commodity prices will 
require careful attention. After some 
two years of relative stability, prices 
have, in the past three or four months, 
moved upward fairly rapidly. This 
movement produces several questions. 
Will this advance continue to a point 
where the higher cost of living will 
pinch consumers and retard their buy- 
ing? Is it inflation? Will it bring a 
boom in industries producing basic 
materials? Will it harmfully squeeze 
manufacturers with inflexible selling 
prices? Is it caused by rising labor 
costs, which will continue to mount 
and cause a vicious upward spiral ? 








’ 


On the basis of present evidence, a 
substantial further and economically 
harmful rise in the general commodity 
price level seems unlikely. Generally, 
basic commodity prices have only now 
reattained the relationship with manu- 
factured goods that existed prior to 
the depression: they had fallen fur- 
ther and faster, and have now risen 
further and faster. The movements of 
such prices follow closely the changes 
in business activity, while other prices 
are far less flexible. Furthermore, two 
gtievous droughts in three years have 
boosted most agricultural prices. Busi- 
ness gains for some time to come 
should be slower, and a_ reasonably 
good crop should, on the law of aver- 
ages, occur this year. Artificial restric- 
tions of output have helped prices to 
rise in many cases, of which copper is 
a prominent one, and these are gradu- 
ally being charged to increased produc- 
tion. Furthermore, vast advances in 
technology are gradually becoming ef- 
fective to limit price advances, and in 
many respects rising productivity tends 
to offset rising labor costs. And capaci- 
ties are gradually being expanded. 

Probably on no subject has there 
been more sheer nonsense talked in 
recent years than that of inflation. In- 
flation to me means a prolonged and 
rapid rise of commodity prices caused 
by monetary developments. Is that the 
present situation ? It seems to me posi- 
tively not. Of course money is a fac- 
tor in prices at all times but it is usually 
not the most important one. The sup- 
ply, together with ability to produce, 
and the demand, for goods, are much 
more important. And every price move- 
ment we are experiencing can be ex- 
plained in those terms. Money is filling 
its function of a medium of exchange, 
but not as a cause of price rises. Infla- 
tions occur when there are shortages of 
goods and inability to produce them; 
that was the significant factor in the 
post war inflations of Germany and 
France and Italy. We are not in a 
remotely similar situation. Unfortu- 
nately, too many somewhat naive peo- 
ple have seized upon the superficial ex- 
planation, without even taking the 
trouble to find out what inflation really 
is. The United States will experience 
no inflation in 1937 though the price 




















level may go moderately higher. I 
doubt that this country ever will ex- 
perience a major commodity inflation, 
though when and if a boom develops 
and full capacities are being utilized, 
and facilities cannot be expanded, and 
a shortage of capital exists, or another 
major depression disorganizes business, 
the question will need to be re-exam- 
ined. 


ATTITUDE OF MANAGEMENT 
IMPORTANT 


The final question of 1937—and it 
too extends far beyond—that needs 
our most careful attention is the broad 
subject of corporate policies. What is 
going to be the general character and 
direction of the attitude and decisions 
of the managers of this industrial sys- 
tem, which in the last half century or 
so has come to dominate the life of 
the United States? Excepting interna- 
tional affairs, all of the other questions 
are really insignificant in comparison 
with this one. These are some of the 
broad aspects: 

First, will business and the new so- 
cial demands manifested through gov- 
ernmental charges find a method of 
compatibility, or is a long and damag- 
ing struggle in prospect? If a will 
exists, a way will be found, and there 
are increasing signs of the will devel- 
oping on both sides. Both business 
and government have proved resilient 
and adaptable in the past to changing 
conditions, despite no end of annoy- 
ances. 

Second, will corporate management 
fairly and openly meet labor, and 
through education, negotiation and co- 
operation prevent the development of 
harmful struggles? In all fairness, this 
is not a one-sided situation, nor an in- 
soluble one. If labor is unreasonable, 
shortsighted and even unfair in many 
instances, corporate management can 
not take too much pride in some pages 
from its record of labor relations. The 
situation is not hopeless, but one 
merely of transition, through which 
several other industrial countries have 
already passed, to find different, but 
entirely workable methods. 

Third, will corporate management 
follow a pricing policy which will 
wisely avoid both the evils of ruinously 
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low prices and overly rigid price main- 
tenance and boosting? Technological 
gains must be passed on, for only 
through such policies as that followed 
by the automobile industry, can the full 
potentialities of the market and of 
progress be realized. But prices below 
cost of production can only mean harm 
to all in time. The dangers of un- 
balance and eventual depression or the 


hope of higher living standards and 
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greater business progress are inherent 
in pricing policies. 

I am an optimist on these points of 
corporate policies. I think that Ameri- 
can business will find a way, as it al- 
ways has, and that perhaps with some 
false starts, there is a good chance that 
it will be the best way. But, in the 
short run, at least, it may not be the 
easiest way. Those are some of your 
particular problems for 1937. 


Machinery Institute Discusses Depreciation Reserves 


A report, “Depreciation Reserve 
Policies,’ has been issued by the Ma- 
chinery and Allied Products Institute 
of Chicago. The foreword of this 
report points out that frequent review 
of the depreciation reserve policies of 
a corporation is made necessary by new 
laws which affect reserves, dividends, 
taxes, costing and commodity pricing. 
The report was prepared by the Com- 
mittee on Reserves for Rehabilitation, 
after studies which extended a year. 

The report sets forth definitions of 
terms which have been adopted to 
clarify discussions and to aid in de- 
termining policies and practices. Five 
general terms are defined: obsolence, 
maintenance, rehabilitation, deprecia- 
tion, and depreciation reserves. 

Discussing policies, the report states 
that the primary objective of the com- 
mittee in its study of practices and re- 
quirements has been to formulate 
depreciation reserve policies acceptable 
to management, financial and legisla- 
tive bodies, ‘‘cutting through the com- 
plexities which have gradually devel- 
oped since enactment of the first 
corporate income tax law. These de- 
preciation reserve policies are recom- 
mended for adoption by industrial 
management to govern depreciation 
reserves.” 

The first policy enunciated deals 
with the purpose of depreciation re- 
serves, and says that the establishment 
of such reserves through current 
charges to income are for the purpose 
of (a) maintaining capital investment 
intact; (b) recovering the cost of the 
asset from the selling price of the 
product of the asset during the useful 
life of the asset. 


Discussing “Method of Accumula- 
tion of Depreciation Reserves,” the re- 
port takes the stand that nationally 
standard rates or methods are not prac- 
tical and that the prediction of the 
probable life and productiveness of an 
asset is essentially a management prob- 
lem. Redetermination of the useful 
economic life of the asset at periodic 
intervals to reconcile the predicted life 
to the actual life in practice, is recom- 
mended. 

The third of the policies discussed, 
“Use of Depreciation Reserve Funds,” 
is commented on briefly to the effect 
that “depreciation reserves accumu- 
lated from the selling price of a prod- 
uct of an asset should be subjected to 
the same budgetary control and ac- 
count record as other elements of pro- 
duction cost.” 

Suggestions for applying the recom- 
mended policies are included in the 
report. 


THREE COMMON ERRORS 


Three common errors found in the 
computation and utilization of depre- 
ciation reserves are set forth as fol- 
lows: 

“First, the most serious error—the 
arbitrary setting of annual deprecia- 
tion charges to effect more favorable 
balance sheets.” 

“Second, the most prevalent error— 
the adherence to book values regard- 
less of economic values. Book value 
of an asset is by no means necessarily 
the real value. Replacement studies must 
not be influenced by book values.” 

“Third—failure to direct recovered 
depreciation reserves into rehabilita- 

(Please turn to page 48) 









Improved Corporate Accounting Due 
Largely to Stock Exchange 


Listing Requirements Have Brought Changes Advantageous to Investing Public and to 
Corporations—O bligation for Informative Reports Recognized—Prescribing Detailed Ac- 
counting Methods by Governmental Agencies Impracticable—A ddress by JOHN HASKELL. 


HE part played by the New York 

Stock Exchange through its Com- 
mittee on Stock List in correcting de- 
ficiencies in corporate reports to stock- 
holders was described by MR. JOHN 
HASKELL, executive secretary of the 
committee, in an address delivered be- 
fore the Pittsburgh Control, of THE 
CONTROLLERS INSTITUTE OF AMER- 
Ica, on January 25. The title of Mr. 
HASKELL’S address was, “The Grow- 
ing Interdependence of the New York 
Stock Exchange and Listed Corpora- 
tions.” 

This address summarizes what the 
exchange has been doing in the past 
decade to encourage improved prac- 
tices, and points out additional changes 
which may be made. The address is in- 
formative and stimulating. It touches, 
among other subjects, on the possibil- 
ity of governmental agencies prescrib- 
ing detailed accounting procedures for 
business, and points out that many 
regulations already in force were de- 
vised from the tax point of view, to 
insure greater revenue to the Federal 
and state governments, rather than 
from the point of view of insuring 
simple, informative reports for stock- 
holders. Simplified corporate set-ups 


are urged. —THE Epiror. 


Mr. Chairman, Members of the Con- 
trollers’ Institute, and fellow guests: 
Thank you all for your kindness in 
asking me here tonight, and the hos- 
pitality that you have shown me on 
this, my first visit to Pittsburgh. I 
have been very much impressed by 
even the small part of this great center 
of production that I have been able to 
see today. In fact, I feel very much 
as Alice must have felt when she 
stepped through the looking glass into 
a different world. 





Pittsburgh’s tangible world of plants 
and steel seems, at first glance, an 
unfamiliar one to a denizen of the 
Exchange’s intangible land of stocks 
and bonds, but after all, one is only 
the image of the other. Just as the 
glass that Alice stepped through into 
Wonderland was nothing but an every- 
day mirror, so the securities listed on 
the New York Stock Exchange are 
nothing but the reflections of the mills 
and factories, the management and 
man power that make up our great 
national industries which Pittsburgh 
typifies. The balance sheet itself car- 
ries the analogy of Alice’s mirror fur- 
ther, since the accountants tell us that 
it must always balance, even down to 
the last cent in a hundred million dol- 
lar enterprise. On one side of the bal- 
ance sheet we see items representing 
property, plant and equipment. The 
other side reflects liabilities and the 
capital and surplus items, represented 
for the most part by stocks and bonds. 
If there is a March Hare around he 
probably shows up on both sides. 

There is a vital interdependence be- 
tween the two sides of this mirror— 
the Exchange, and the vast reservoir 
of investors’ capital evidenced by the 
hundred billion dollars market value 
of its listed securities, on one side; 
and our country’s industrial and busi- 
ness organization on the other—an in- 
terdependence that is particularly evi- 
dent today. And so this first month 
of 1937 is a timely occasion for a rep- 
resentative of the New York Stock Ex- 
change to meet with this group, which 
is so representative of Pittsburgh’s 
corporate business. 


New CapiTaAL NEEDED 
As heavy industry moves into ex- 
panded production, new capital must 
be provided. Some is required by the 





capital goods industry itself, to ex- 
pand its own facilities. Even greater 
amounts must be made available to 
finance the businesses which buy the 
goods that the heavy industries pro- 
duce. Since such a large part of the 
production of Pittsburgh’s corporations 
goes into the permanent plant and 
equipment of other corporations, the 
purchasing power of your customers 
and the earning power of your own 
businesses are inextricably tied in with 
the availability of new capital. 

While the commercial banks are 
geared to provide short time money 
for business and industry, the capital 
required for permanent plant has al- 
most always been obtained either out 
of earnings, or by long term funds 
raised by the issue of stocks and bonds. 
The first of these sources of capital 
for the purpose of expansion—surplus 
earnings—has been restricted by the 
Federal tax on undistributed income, 
so that a greater burden than ever be- 
fore falls on the reservoirs of the pub- 
lic’s savings to finance recovery and 
the re-employment which comes with 
it. Financial markets must be ready 
to absorb increasing amounts of secu- 
rity issues. Already several important 
listed companies have followed decla- 
rations of extra dividends by sales of 
additional shares to their stockholders 
to replenish their funds for working 
capital and expansion. The New York 
Stock Exchange is very much alive to 
its function and its duty at this cru- 
cial juncture to provide the ready mar- 
ket place which the public expects for 
the stocks and bonds it receives for its 
cash. 

Before discussing the philosophy of 
the requirements and technique of the 
Exchange in relation to its listed corpo- 
rations, I should like to give you a 
brief description of our present organ- 




















ization. Under its constitution, the di- 
rection of the Exchange is vested in a 
Governing Committee composed of its 
president and treasurer and forty mem- 
ber governors and eight non-member 
governors, all elected by the member- 
ship. An advisory group composed of 
seven outstanding business men, bank- 
ers and economists, representative of 
business and the public, assists the 
Governing Committee at its meetings. 
The Governing Board divides itself 
into various standing and special com- 
mittees, each charged with certain 
duties and responsibilities. 


DuTIES OF COMMITTEE ON 
Stock LIsT 

As you know, it is the function of 
the Committee on Stock List to con- 
sider listing applications and to estab- 
lish general and special requirements 
for listing. Growing out of this ex- 
plicit duty is the implicit one of main- 
taining relations with the corporations 
and the foreign governments whose 
securities have been listed, so that dur- 
ing the years after listing, as economic 
conditions and financial practices 
change, listing requirements and listing 
agreements may be interpreted and re- 
vised in such a way as to insure the 
accomplishment of their purposes. As 
a result of these initial and continuing 
contacts, the Stock List Committee has 
naturally developed into the Exthange’s 
unit of liaison with the some 1200 
American and 70-odd foreign issuers 
whose securities are dealt in on its 
market place. 


INTERESTS OF CORPORATIONS AND 
STOCKHOLDERS MUTUAL 

I had originally planned to divide 
this description of the Committee's 
relations with listed corporations into 
two parts; first, a resumé of various 
steps it has taken in the past and is 
taking today, in cooperation with cor- 
porate officials, accountants and law- 
yers, in the interests of stockholders 
and the investing public; and then, an 
outline of some of the steps taken 
and being taken to help listed corpora- 
tions coordinate plans for new financ- 
ing, reorganization, and other financial 
operations with the requirements of 
the Exchange and the Federal securities 
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laws. However, in reviewing the more 
important policies and changes in pro- 
cedure adopted in the last few years, 
it is clear that no such fine distinction 
can be made. Time and again, new 
requirements adopted in the first in- 
stance as a service to the investing 
public have turned out to the advantage 
of those charged with the management 
of our listed corporations, and simi- 
larly, new policies primarily designed 
to facilitate the financial operations of 
listed corporations, have redounded to 
the obvious benefit of their stockhold- 
ers and the investing public. After all, 
this is as it should be, as it shows that, 
from our experience, with few rare 
exceptions, the managements of listed 
corporations have consistently directed 
their policies in the interests of in- 
vestors and maintained their relations 
with stockholders on the highest plane. 
Therefore, in discussing the Commit- 
tee’s policies and activities, there is no 
reason to differentiate and to imply a 
difference of interest which does not 
exist. 

The modern history of our list- 
ing requirements dates from about 
1926, when Mr. Hoxsey, whom all 
of you here who have had occasion 
to consult the Exchange know so 
well, became associated with the 
Committee on Stock List as its Ex- 
ecutive assistant. As you may have 
seen in the papers a few days ago, 
the Exchange recently recognized 
Mr. Hoxsey’s services to it and to 
the investing public during these 
last ten years by naming him to 
meet in the Governing Board and 
electing him a member of the Stock 
List Committee. This is the first 
time that a non-member administra- 
tive officer of the Exchange has been 
so honored. 


LISTING REQUIREMENTS 
BROADENED 

Out of the crowded experiences 
and rapidly moving events of the 
last decade grew new and broaden- 
ing listing requirements. First came 
the statement issued by the Exchange 
in 1926, spotlighting the abuses in- 
herent in the then growing practice 
of issuing non-voting common 
stocks. Since that year the Ex- 


change has not listed any common 
stock without voting rights, and the 
practice of issuing this form of se- 
curity to the public appears to have 
died a natural death. 

Again, in 1926, and at repeated in- 
tervals thereafter, the Exchange has 
urged its listed companies to make 
quarterly reports of earnings avail- 
able to their stockholders. Since 
that time it has been the policy of 
the Committee to require companies 
applying for listing to agree to pub- 
lish quarterly earnings statements, 
except in those instances in which 
the Committee was convinced that 
the publication of such reports 
would be either entirely impracti- 
cable, as, for example, in the case of 
the sugar producing companies, or 
seriously misleading, as in the cases 
of certain shipbuilding and special 
construction companies, where un- 
usual, non-recurrent profits from 
special large contracts might be 
taken up in a particular quarter's 
earnings with resulting unavoid- 
able distortion. All through these 
last few years the Committee, while 
urging the publication of frequent 
interim earnings statements, has been 
highly conscious of their limitations, 
and the dangers of giving too much 
weight to any financial data based 
on short accounting periods. 

In 1929 the Exchange published 
a special report of requirements 
and recommendations with respect 
to the accounting for stock divi- 
dends. The stand taken by the Ex- 
change on this controversial topic 
cleared up a good deal of the foggy 
economics and misleading account- 
ing which then confused the stock 
dividend issue. 

In the same year the Committee 
adopted its special requirements for 
listing investment trust securities. 
These called for a high degree of 
disclosure of pertinent data, includ- 
ing the portfolios of the trusts, both 
in their listing applications and in 
their subsequent reports to stock- 
holders. 

In 1930 the American Institute of 
Accountants appointed a Committee 
on Co-operation with Stock Ex- 
changes. In 1931, as you know, the 
Controllers’ Institute of America 
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was organized, and later appointed 
its Special Committee on Stock Ex- 
change Relations. So much steady 
and quiet progress has since been 
made through the co-operation of 
the Stock List Committee and cor- 
porate accounting officials and pro- 
fessional independent accountants 
that only by thumbing through a 
few financial statements published 
six Or seven years ago and compar- 
ing them with recent reports of the 
same companies can one appreciate 
how much more informative they 
have become, and to what extent 
numerous divergences of accounting 
theory have been narrowed or elimi- 
nated. 

Early in 1932 the Exchange took 
another significant step in requiring 
companies seeking listing to agree 
to have the financial statements con- 
tained in future annual reports to 
their stockholders audited by quali- 
fied independent accountants. 


ACCOUNTING FOR WRITE-DOWNS 


In 1933 the Committee on Stock 
List tackled the subject of the writ- 
ing down of assets and the writing 
off of losses, as it was called upon to 
list many new securities resulting 
from reorganizations and capital 
readjustments. A difficulty that fre- 
quently arose in the numerous write- 
downs which characterized the 
depths of the depression was the 
tendency to use capital surplus as a 
rat hole to swallow up many kinds 
of operating losses and shrinkages in 
value of fixed property which were 
properly chargeable to earnings or 
earned surplus. Here again the 
Committee served as a sounding 
board and clearing house for corpo- 
rate officials and the accounting pro- 
fession, until now most of the ac- 
counting problems related to this 
subject, which then seemed so diffhi- 
cult of sound and reasonably uni- 
form solution, have ironed them- 
selves out. The vast majority of 
controllers and professional account- 
ants agree with the Exchange’s view 
that economically, if not legally, 
capital surplus is capital, and as such 
should be kept equally inviolate of 
all but the most unusual charges. 

The listing requirements just re- 
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ferred to represent only samples of 
the outstanding ones adopted prior 
to 1934 and the enactment of the 
Securities Exchange Act. Most of 
them are now so generally accepted 
and followed as a matter of course 
that they are chiefly of only his- 
torical interest. But the principle 
that underlies them is the same as 
will guide all of us, corporation con- 
trollers and your counselors, the in- 
dependent professional accountants, 
in meeting the new problems of to- 
day. That principle is a clear-cut 
and definite one: A company which 
has advertised its securities for na- 
tional public ownership by listing on 
the New York Stock Exchange ac- 
quires a new status and incurs the 
obligation, not only to its present 
stockholders but also to its future 
ones, to render frequent and inform- 
ative reports so that all may reach 
an enlightened opinion on the value 
of its securities. 

The Exchange itself does not pass 
upon values. To give it, or any other 
group of men, the duty to judge 
that elusive quality would be con- 
trary to every democratic concept. It 
expects, however, that its listed cor- 
porations will apprise the public of 
the progress of their affairs, so that 
investors can reach their own free 
and individual opinions on the basis 
of straightforward and understand- 
able information. The Committee 
appreciates that, simple as it is to 
state this principle, the greatest ef- 
fort and ingenuity is required of you 
who seek to apply it to the complex, 
practical problems which arise in 
every corporation. 


SEEK MINIMUM OF RED TAPE 

The 77 and 77B amendments to 
the Federal Bankruptcy Statutes, the 
Securities Act of 1933, the Securi- 
ties Exchange Act of 1934, the Pub- 
lic Utility Act of 1935, and recent 
banking, security and tax legislation 
have all thrust urgent problems be- 
fore listed corporations and the Ex- 
change. Financial officers of large, 
publicly owned corporations appre- 
ciate better than anyone else the 
variety and complexity of these prob- 
lems. As the new laws and the 
hundreds of rules and regulations 


issued pursuant to their provisions 
became effective, the Committee on 
Stock List adjusted its procedure to 
the newly created relationships. It 
endeavors to provide a central clear- 
ing house for its listed corporations, 
to insure the dissemination of laws, 
rules and interpretations of govern- 
mental agencies, and to guide the 
practical application of these rules 
toward the soundest uniform pro- 
cedure. It endeavors to adjust its 
own requirements wherever necessary 
to permit listed corporations to carry 
on their businesses and their financing 
with a minimum of red tape. 

The outstanding example of the 
first type of the Committee’s activi- 
ties is its present position as a link 
in the chain of relations between the 
Securities and Exchange Commission 
and listed issuers. As a matter of 
daily routine the Committee’s office 
serves as a medium of transmission 
and interpretations of the wide va- 
riety of questions which inevitably 
arise from the practical application 
to particular corporations of the 
rules, forms and registration require- 
ments of the Securities Exchange 
Act. In addition, the Committee on 
occasion steps out of this passive rou- 
tine role and takes a more active part 
by making its own representations to 
the Commission and conferring with 
it on matters of general policy affect- 
ing listed corporations. 

One might expect any organiza- 
tion attempting such a large job to 
be crushed between the upper and 
nether millstone. That this has 
not been the case is due not only to 
the cooperation of listed corpora- 
tions but also to the understanding 
and integrity which has characterized 
the Securities and Exchange Commis- 
sion in its administration of those 
far-reaching sections of the Securi- 
ties Exchange Act which affect regis- 
tered security issuers. 


FACILITATING NEW FINANCING 

Characteristic of the Exchange's 
readiness to adjust its own rules and 
procedure to facilitate listed corpo- 
rations was the amendment to its 
Constitution adopted last year to 
permit the Committee on Stock List 
to list additional securities of al- 








ready listed companies, without de- 
laying for final action by the Gov- 
erning Committee, in cases where 
prompt action is necessary to facili- 
tate the complicated technique of 
new financing and compliance with 
the Securities and Securities Ex- 
change Acts. 

Again, last November and Decem- 
ber, the Exchange waived its stand- 
ard listing agreement calling for ten 
days advance notice of the taking of 
a record of stockholders for divi- 
dends, in order that companies could 
arrange the emergency last-minute 
dividends which many boards of di- 
rectors felt obligated to distribute 
before the year end. 

Every listing requirement, every 
formal agreement made by a com- 
pany with the Exchange at the time 
of listing, is designed to protect the 
interests of stockholders and the 
public which deals in listed securi- 
ties. These agreements have been 
formulated, tested and adopted over 
a great many years of experience, 
but the Committee on Stock List is 
always ready to consider a reason- 
able request of any corporation for 
a waiver of any agreement. Corpo- 
ration officials know that they can 
count on the Committee to grant 
such requests when, because of un- 
foreseen or unusual events, or 
changed economic conditions, such a 
release will be helpful to the com- 
pany’s business, and not contrary to 
the interests of the public. 


EXCHANGE GOES FURTHER THAN 
COMMISSION 

I have touched only briefly on the 
interrelations of the Exchange, listed 
corporations and the Securities and 
Exchange Commission. Before leav- 
ing that subject there is one impor- 
tant related point that you all know, 
but which, even at the expense of 
repetition, should be emphasized. 
The listing requirements of the New 
York Stock Exchange are separate 
and distinct from the registration 
requirements of the Securities and 
Exchange Commission. Compliance 
with the Federal securities laws is, 
of course, a pre-requisite to listing, 
and many of the Securities and Ex- 
change Commission’s rules reinforce 
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our own; but the flexible, dynamic 
listing requirements of the New 
York Stock Exchange should, and do 
go further than the necessarily gen- 
eral provisions of any statute or 
rules of universal application. 

We have just taken a look at the 
record of the past—what of the fu- 
ture? 


PRESCRIBING ACCOUNTING METHODS 
IMPRACTICABLE 

Under present conditions there is 
always the possibility that govern- 
mental agencies may undertake to 
prescribe detailed accounting meth- 
ods and procedures for business and 
industry. The Exchange has never 
regarded the prescription of stand- 
ardized accounting desirable and in 
the interest of investors. This is be- 
cause it recognizes that accounting, 
as distinguished from mere methods 
of reporting, is not a table of fixed 
mathematical rules but a living art 
constantly being developed to in- 
terpret the results of changing busi- 
ness activities. After all, the best ac- 
counting is based on the application 
of broad experience, sound judgment 
and common sense to particular sets 
of facts which are never quite the 
same at more than one time or in 
more than one company. I cannot 
see how sound accounting can be 
prescribed any more than the quali- 
ties of experience, judgment or com- 
mon sense can be prescribed by rule 
and regulation. 

The Exchange believes that, at 
least among the larger corporations 
with which it is concerned, steady 
progress is being made toward a 
maximum degree of uniformity of 
accounting that is desirable and can 
usefully be enforced. It has used 
its influence freely and its power 
more sparingly to bring into line 
corporations which seem to it, after 
consultation with accounting au- 
thorities, to be falling below the 
standard generally accepted. 


A Few CoMPANIES May PRECIPITATE 
ENFORCED REGULATION 

The most difficult phase of the 

question is presented by corpora- 

tions which are unwilling to discon- 

tinue procedures of which the best 
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opinion today disapproves, because 
they are satisfied that in their own 
cases no abuses result from such pro- 
cedures and they see no reason why 
they should change them merely be- 
cause experience has shown that in 
other cases they have led to abuses. 
Such corporations, we believe, over- 
look the possibility that enforced 
regulation in its efforts to prevent 
abuses of which they have not been 
guilty would impose rules and re- 
strictions which will bind and ham- 
per them. We believe that in their 
common interest corporations should 
consistently endeavor to conform to 
the best practice and evidence their 
desire for progressively higher stand- 
ards by their willingness to waive, 
wherever necessary, their own pref- 
erences on points that are not essen- 
tial. 

Many of you probably read the 
address which Mr. George O. May, 
senior partner of the Exchange's 
consulting accountant firm, made be- 
fore the Investment Bankers Associ- 
ation at the Bankers Club in New 
York last November. Mr. May en- 
titled it “Eating Peas with Your 
Knife’’ and went into the etiquette 
of accounting in prospectuses and 
annual reports to stockholders, and 
the grave social error of using any 
financial statements for purposes 
other than those for which they 
were designed. 

We all know that the rules of ac- 
counting prescribed by State and 
Federal taxing agencies are de- 
signed primarily to bring in revenue, 
and not to give a true and undis- 
torted picture of a company’s earn- 
ings to its stockholders. The form 
of accounts and reports set up for 
utility companies by most local pub- 
lic service commissions must be use- 
ful in helping those bodies carry out 
their rate making duties—they cer- 
tainly can not be taken as examples 
of the kind of earnings statement 
that a prospective investor should 
use in considering the attractiveness 
of a public utility stock for invest- 
ment. 

As general recognition of the im- 
portance of using financial state- 
ments for the purpose for which 
they were intended grows, the in 
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vestor will not be forced to eat his 
peas with the knife designed to slice 
the melon of his corporation’s sur- 


plus. 


LIMITATIONS OF ACCOUNTING 
APPARENT 

While we are on the subject of 
utensils, let us consider the art of 
accountancy itself. It is the tool 
you controllers have to use to pre- 
pare the financial statements you 
serve up to management and your 
stockholders. All of you are con- 
scious of the limitations of the art— 
every phase of it has its illogical and 
cock-eyed aspects. In the first place, 
even the digits used have not the 
same value or meaning. In the 
balance sheet you have to add dol- 
lars representing cash with others 
representing furnaces, strip mills, 
patents and intangibles. These 
numbers may represent cost twenty 
years ago, going concern value on 
the basis of a recent appraisal, or 
realizable value in liquidation. There 
is no common denominator, and 
even the dollar used as your unit 
varies with its gold content and pur- 
chasing power. 

While these, and many other 
limitations, are so evident in the 
balance sheet as to impair much of 
its usefulness—unfortunately they 
are by no means absent in the more 
important income account itself. To 
ask the controller and the account- 
ant to portray the vivid stream of 
the business of a modern corpora- 
tion with such an imperfect tool is 
like asking a great composer to write 
a symphony without giving him the 
necessary symbols for notes and keys 
to represent the music. I am confi- 
dent that we can look for great im- 
provements in this basic tool if our 
large listed corporations continue to 
support the research of their con- 
trollers and accountants in this field 
with the same foresight that they 
have supported research in the de- 
velopment of new alloys and other 
fields of industrial production. Re- 
ports to stockholders play such a 
large part in the relations of listed 
corporations with the public that 
professional research in that field 
should pay dividends. 





The growing tendency to substi- 
tute the natural business year for the 
calendar year is a good omen of fu- 
ture progress. Why should corpora- 
tions render their annual reports as 
of December 31 if the normal cycle 
of yearly operations of their indus- 
try ends on some other date—say 
January 31, as is the case with most 
department stores? Reports to stock- 
holders prepared on the basis of a 
logical accounting period should not 
only be more accurate, because of 
the comparatively low stage of in- 
ventories and operating activity, but 
also easier to prepare and more 
promptly available for publication to 
investors. 


Wuy So MANY QUALIFICATIONS? 
The biggest job which faces listed 
corporations, the Exchange and the 
accounting profession today is the 
simplification of reports to stock- 
holders. In the last year or two the 
financial statements in these reports 
have become more and more com- 
plex and crowded with qualifica- 
tions, asterisks and constellations of 
foot-notes. So much of irrelevant 
minutia has been included in some 
cases that essential information, al- 
though fully disclosed, is lost in a 
maze of non-essential detail. On 
one occasion the Stock List Com- 
mittee turned down an application 
for the listing of additional stock to 
be sold to the public by a company 
whose financial statements indicated 
substantial earnings per share, quali- 
fied, however, by pages of foot-notes 
and financial statements of affiliated 
companies, among which were two 
or three which raised serious doubt 
as to the existence and the recurrent 
nature of the reported earnings. 

If the accounting principles upon 
which reports are based are sound 
and consistent, there should be no 
need for accountants’ qualifications, 
and voluminous foot-notes. If they 
are unsound, then no amount of 
foot-notes and hedging can really 
make them serve their purpose. Let 
us hope that the financial statements 
contained in this year’s reports to 
stockholders will be simple, straight- 
forward, and to the point; free of 
the profuse detail which obscures 





Disclosure 


more than it discloses. 
of the important items of the in- 
come account, surplus statement and 
balance sheet is required by the Ex- 
change and obviously in the interests 
of investors, but no amount of dis- 
closure can remedy underlying un- 
sound or doubtful accounting prac- 
tices. 


AvoiD USELESS COMPLICATION 

Simplicity in the corporate struc- 
tures and in the securities of listed 
companies is no less important than 
in their reports to stockholders. The 
trend of our times is away from 
gaudy ornamentation and_ useless 
complication, toward functionalism 
and a classic simplicity of design. 
Our trains, our automobiles, even 
our kitchens, are streamlined for 
efficiency. This same trend is evident 
in the present tendency of corpora- 
tions to simplify their corporate set- 
up and capitalization. Another evi- 
dence of it is the investing public’s 
preference for simple types of se- 
curities in place of the complicated 
hybrid types of stocks with peculiar 
rights and preferences which were 
still popular ten years ago. 

Simpler reports and corporate set- 
ups, with greater emphasis on sound 
accounting and less on equivocal 
qualifications, are more than theoreti- 
cal ideals. They are practical necessi- 
ties—for clearness and simplicity bring 
understanding and confidence to stock- 
holders and to the public. 

The interdependence of the New 
York Stock Exchange and its listed 
corporations is after all only one phase 
of the close interdependence which 
links all the moving parts of our 
modern business and social organiza- 
tion. Our common objective is to 
make those parts which so vitally 
affect the relations of your corpora- 
tions with the Exchange and the in- 
vesting public function with smooth- 
ness and understanding. 





Mid-West Conference 


of Controllers 
Watch for announcement as to dates, 
program, and arrangements for Mid- 
West Conference of Controllers in Chi- 
cago, probably in May, to be available 
soon. 


























How To Do Away with Unnecessary 
Parent-Subsidiary Situation 


Legislative Dislike of This Relationship Becoming More Apparent, Attorney 
Points Out, Discussing Tax Factors To Be Weighed In Reaching Decision as To 
Whether To Reduce to Single Corporation—A ddress by Mr. ANDREW B. YOUNG. 


N attorney's summary of the tax 
problems to be taken into con- 
sideration in doing away with unnec- 
essary parent-subsidiary situations, leg- 
islative dislike of which is becoming 
more and more apparent, is presented 
in the article that follows. Mr. AN- 
DREW B. YOUNG is a member of a 
well-known law firm of Philadelphia. 
He recently presented the substance of 
this article in an address to the Phila- 
del phia Control of THE CONTROLLERS 
INSTITUTE OF AMERICA. 

The points made by Mr. Young are 
informative and should be exception- 
ally useful to corporation officers, espe- 
cially controllers, at this time. 

—THE Epiror. 


It has become increasingly evident 
during the last few years that the ad- 
vantages to be derived from the exist- 
ence of a parent-subsidiary situation 
are becoming more and more overcome 
by the high cost of maintaining such 
relationship. The trend was first 
brought to the attention of corporate 
taxpayers by the passage of the Reve- 
nue Act of 1934 [section 141(d) ], 
which removed the benefits of con- 
solidated returns from all but certain 
common carriers. By reason of the 
inability of affected corporations to off- 
set gains of one party to the parent- 
subsidiary relationship against losses of 
the other party, an inequity arose that 
was exactly that which the law had for 
so many years attempted to remedy. 

During the last session of Congress 
legislative dislike of parent-subsidiary 
relationships became even more pro- 
nounced. Not only did Congress in- 
crease [section 26(b) | the amount of 
dividends received that were to be sub- 
ject to normal tax from 10 per cent. 
[as provided in section 23(p) of the 


Revenue Act of 1934], to 15 per cent., 
and offer “inducements” to the liqui- 
dation of controlled subsidiaries [sec- 
tion 112(b)(6)], but Congress also 
disclosed by legislation of which the 
much publicized Public Utility Hold- 
ing Company Act is typical, that it 
considered holding companies as pos- 
sessed of certain evils not inherent in 
operating companies. That this state 
of mind persists is not to be doubted, 
so that holding company executives 
can hardly expect remedial legislation 
from that quarter. 

A third factor that, in many cases, 
is of equal importance is the noticeable 
increase in the burden of state taxes 
upon corporations, particularly through 
so-called excise or franchise taxes, as 
well as capital stock and income taxes, 
which, like the first two items, tend to 
increase recurring or annual corporate 
taxes. 


SINGLE CORPORATE ENTITY 
ADVISABLE 


The desire to avoid the obvious in- 
equality that arose between a parent- 
subsidiary set-up on the one hand and 
a single corporate entity on the other 
hand has led many corporate execu- 
tives to inquire into the ways and 
means of doing away with one or the 
other parties to this relationship.1 One 
immediate answer that can be given 
to searchers after the solution of the 
question is that there is no immediate 
answer that will provide a happy solu- 


1Of course, the situation exists where 
three or more corporations are involved in 
the affiliated group, and the considerations 
to be mentioned in this article are equally 
present there. However, because of the 
limitation of space and in the interests of 
simplification, this article will address it- 
self to the bare fundamental problem. 


tion to even the greater number of the 
problems submitted. Inasmuch as each 
of the possible ways of accomplishing 
the desired result will give rise to a 
different set of results so far as the 
various related taxes are concerned, it 
seems clear that this brief review can, 
at best, but define the issue, state the 
separate set of results for each sug- 
gested plan and let each individual 
taxpayer apply his set of facts to 
each situation outlined, and determine 
which will best satisfy his individual 
needs. 


Factors To BE CONSIDERED 


1. Whether gain or loss is to be 
recognized in the transaction. 

2. If the transaction involves a 
transfer of property, what is to be the 
basis to the surviving corporation of 
the property transferred for the pur- 
pose of depreciation and for the com- 
putation of gain or loss on future sales 
or exchanges? 

3. What will be the tax situation 
during the year of the transfer in view 
of the tax on undistributed net in- 
come ? 

4. Tax on deeds or documents that 
have to be executed in order to con- 
summate the transaction. 

5. Stock transfer taxes and original 
issue taxes where existing shares are 
transferred or new shares are created. 

6. State bonus or “entrance” taxes 
if the successor corporation has to 
qualify as a foreign corporation in 
states in which the extinguished cor- 
poration formerly did business. 

7. The effect upon capital stock tax 
declarations and excess profits tax im- 
posed in the future on the basis of 
such declaration. 
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8. Whether or not the surviving 
corporation may continue to deduct un- 
amortized discount upon bonds issued 
by the extinguished corporation. 

9. Current and future local taxes, 
depending upon the state of incorpora- 
tion of the surviving corporation. 

10. Gains and losses to be recog- 
nized to parties to the transaction other 
than the parent or the subsidiary. 


Five suggested methods of doing 
away with the parent or the subsidiary 
will be considered in order (Point I 
to V, inclusive). 


I. LIQUIDATION UNDER SECTION 
112(b) (6) 

Inasmuch as this section was put 
into the Revenue Act for the express 
purpose of eliminating unnecessary 
corporations, it is only natural that it 
be considered first among the more 
obvious possibilities. The restrictions 
upon this method of procedure should 
first be reviewed. The parent must 
have at least 80 per cent. of the total 
combined voting power of all classes 
of stock entitled to vote and be the 
owner of at least 80 per cent. of the 
total number of shares of all other 
classes of stock (except non-voting 
stock that is limited and preferred as to 
dividends), which percentage of own- 
ership shall in no event decrease be- 
tween the time of adoption of the plan 
and the time of liquidation [Reg. 94, 
Art. 112(b) (6)-1(b) ]. 

This method of procedure is clearly 
not available to corporate parents not 
having the requisite 80 per cent. in- 
terest. For such corporations, the third 
method is suggested. It seems clearly 
evident that the parent corporation 
will be the surviving corporation. This 
is a material consideration because of 
the inequality that frequently exists in 
the manner of taxing domestic as dis- 
tinguished from foreign corporations.” 
For set-ups where the state of incorpo- 
ration of the subsidiary is more desir- 
able, the fourth and fifth methods, de- 
scribed later, are suggested; while if 
an entirely different state of incorpora- 
tion is desired, the fifth method is 
available. 

Further limitations upon the use of 
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this method are that a definite plan of 
liquidation must be adopted, and con- 
summated within the two years fol- 
lowing that in which the plan is 
adopted. This time element has not 
been considered as a sufficient diffi- 
culty, for the purposes of this paper, 
to suggest alternative methods of pro- 
cedure although means exist to allevi- 
ate any difficulty that exists. No gain 
or loss is recognized to the parent or 
the subsidiary [section 112(b) (6) ], 
and the parent takes the investment 
basis, in respect to the transferred prop- 
erty, of the subsidiary [section 113 (a) 
(15)]. The only exception to these 
rules is where installment obligations 
are transferred. [Reg. 94, Art. 44-5.] 


ADJUSTED DECLARED VALUE 
WouLp Not INCREASE 


It is a matter of much moment that 
the surviving corporation’s adjusted 
declared value will not increase by 
reason of the merger [Reg. 64, 1936, 
Ed. Art. 46(c) |]. Inasmuch as the de- 
clared value of the parent generally 
took into consideration the fact that 
dividends received would be subject to 
surtax only to a limited extent, unless 
the liquidation was foreseen last July 
when values were declared for capital 
stock tax purposes, the liquidation may 
well result in future excess profits tax 
liability. The last three plans herein 
discussed take care of this problem 
with varying degrees of success. 

It is significant to note [Reg. 94, 
Art. 112(b) (6)-2, Example] that the 
regulations show a liquidation through 
a statutory merger. As a result of this 
there will be no tax on deeds, as title 
to tangible property will pass by opera- 
tion of law. Furthermore, unamor- 
tized discount on bonds issued by the 
subsidiary may be deducted by the 
parent over the remaining life of the 
bond,? whereas, on an ordinary liqui- 
dation this would not be possible.* 
Furthermore, ‘“‘outside” stockholders 
would not be subject to any tax on ex- 
change of stocks,5 whereas gain or loss 
would be recognized if it were not for 
the existence of a statutory merger. It 
is thus essential that the regulations be 
not repudiated, a risk that may exist 


due to the fact that section 112 (b) (6) 
speaks of property being ‘“‘distributed,” 
a term that is not completely applicable 
to a transfer by operation of law. 


II. LIQUIDATION IN WHICH GAIN OR 
Loss Is RECOGNIZED 

In certain conditions it may be de- 
sirable to realize gain or loss upon the 
liquidation of the subsidiary,® as for 
example, where there are realized gains 
or losses from other transactions. In 
the former case, the holding company’s 
current tax is decreased if the liquida- 
tion will result in a loss; in the latter 
case, the gain from liquidation, if 
any, may be set off against an other- 
wise unallowable loss and the invest- 
ment basis of the transferred assets will 
be stepped up to the extent of the 
realized gain [Reg. 94, Art. 112(a) 
(7)-1], as the transaction would be 
in form a statutory merger, section 
112(b) (6) being avoided by causing 
the holding company to dispose of 
some of its holdings between the time 
of adopting the plan and the liquida- 
tion. Of course, if stock ownership is 
less than 80 per cent., even this stock 
disposition is not necessary. 

Since the transaction is in form a 
statutory merger, the other elements 
mentioned in considering the first pro- 
posal apply equally. The fact that a 
reorganization takes place does not pre- 
vent the transaction between parent 
and subsidiary from being considered 
a “‘closed’’ one.? 


* For example, under Pennsylvania Tax 
Laws, a domestic corporation doing prac- 
tically all its business in the state and 
having large U. S. government bond hold- 
ings or large investment in stocks of do- 
mestic corporations or in foreign real estate 
would be less heavily taxed than a sim- 
ilarly constituted foreign corporation. If a 
foreign holding company controlled such a 
domestic company, liquidation under the 
above method would prove costly. 

* American Gas & Electric Co., 85 Fed. 
2d 527 (C. C. A. 2—1936). 

“Coast Counties Gas & Electric Co. vs. 
Commissioner, 33 B.T. A. 1199 (1935). 

° The transaction would be a reorganiza- 
tion—section 112(g)(1)(A), and the ex- 
change would be of securities in reorgani- 
zation—section 112(b) (4). 

* Gain or loss is realized upon liquidating 
a subsidiary. Burnet vs. Aluminum Goods 
Mfg. Co., 53 S. Ct. 227; Burnet vs. Riggs 
Nat. Bank, 57 Fed. 2d 981. 

*Frelmort Realty Corp., 29 B.T. A. 181 
Sil See also G. C. M. 7472 Ix-1 C.B. 
184. 
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III. Tax FREE EXCHANGE PLUS 
DISSOLUTION 


In Winston Bros. Co. vs. Helver- 
ing,’ the parent owned 68 per cent. 
of the stock of subsidiary. The parent 
issued additional stock to the subsid- 
iary in exchange for all of its assets 
and pursuant to the plan of reorganiza- 
tion, holders of stock of the subsidiary 
(including the parent) exchanged that 
stock for stock of the parent and the 
subsidiary thereupon dissolved. No 
gain or loss was recognized, thus reach- 
ing the same result as in a section 
112(b) (6) liquidation, although the 
parent held less than 80 per cent. of 
the stock of the subsidiary. The parent 
acquires the subsidiary’s investment 
basis [section 113(a) (8) | and, better 
still, the declared value of the parent's 
stock increases to the extent of the fair 
value of the property received upon 
the issuance of its stock [Reg. 64, 
1936, Ed. Art. 45(b)(1)]. On the 
other hand, unamortized discount will 
be lost;® as the transfer is by act of 
parties and not by operation of law, 
there will be a tax on deeds, and will 
in addition be an original issue tax. 
No gain or loss would, however, be 
recognized to ‘‘outside’’ stockholders. 

Some counsel have expressed their 
doubt as to the advisability of using 
this case as a precedent due to the in- 
ability to determine whether the gov- 
ernment would appeal a similar case 
if it should arise. The case would 
seem, however, to be increasingly good 
authority as the percentage of stock 
interest in the subsidiary decreases. 
There is, furthermore, no reason why 
the second step in the transaction could 
not be effected under section 112(b) 
(6), if desired. 


DIVIDENDS BY SUBSIDIARY 
UNDESIRABLE 


The situation under the undistrib- 
uted net income tax can best be con- 
sidered at this point. Under the first 
and third plan, dividends by the sub- 
sidiary during the fiscal year of its dis- 
solution are not only unnecessary but 
undesirable, as the Board of Directors 
of the parent, after the transfer can 
allocate dividends paid by the parent 
to specified earnings as provided by 
the Regulations [Reg. 94, Art. 27(f)- 
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1(c)]. As this article applies only to 
tax-free transactions, where the second 
plan is being used, the subsidiary, 
prior to liquidation, should pay divi- 
dends up to the amount of its adjusted 
net income or incur a tax under sec- 
tion 14. It is, therefore, clear that the 
second plan will give rise to the small- 
est tax if it is consummated early in 
the subsidiary’s fiscal year. 


IV. MERGER OF PARENT INTO THE 
SUBSIDIARY 


Thus far the surviving corporation 
has been the parent but as above indi- 
cated, considerations of local taxes will 
often make it desirable to have the 
parent eliminated and the subsidiary 
survive, and the most obvious manner 
in which this result can be reached is 
to have the parent and subsidiary merge 
under statutory procedure and provide 
in the agreement of merger that the 
subsidiary shall be the surviving corpo- 
ration.!° In the first place, no tangible 
property will pass;1 there is no prob- 
lem of investment basis or documen- 
tary stamp taxes (although stamp taxes 
on stock issue and transfers will be 
incurred depending on the manner in 
which exchanges by former stockhold- 
ers of the parent are effected and de- 
pending on par value (or of the num- 
ber of shares without par value) of the 
stock dealt with). As the transaction is 
a statutory merger, the subsidiary will 
be entitled to its own and the parent’s 
unamortized bond discount. As the 
transaction involves an exchange by 
outside stockholders pursuant to a 
statutory merger which is a reorganiza- 
tion [section 112(g) (1) A], there is 
no tax to outside stockholders.12 The 
only angle in which definite precedents 
do not exist is that of gain or loss to 
the corporate parties to the transaction. 

In the first place, there is no ex- 
change (as is the case where the parent 
liquidates the subsidiary and receives 
property in exchange for stock) as all 
items of property are going in the 
same direction and nothing is coming 
back. There are authorities saying that 
a corporation (the parent) realizes no 
gain or loss on its complete liquida- 
tion. (Care should be taken that the 
liquidation be, as far as possible, in- 
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stantaneous so as not to involve any 
element of ordinary dividend. This 
is most important under the first 
method.) So far as the subsidiary is 
concerned, it is a transaction involv- 
ing its own capital stock not within the 
exception of the S. A. Woods Ma- 
chine Co. case.13 In the Leary case, 
cited above, this conclusion was ap- 
parently taken for granted, although 
the writer knows of no cases directly 
in point one way or the other. The 
hesitation on the part of some counsel 
to consider the matter can best be 
summed up in the statement of a 
revenue agent: “It looks too simple.” 
What does seem clear, however, is that 
it is the logical way to accomplish the 
purpose of literally squeezing the par- 
ent out of existence. It, furthermore, 
does seem to come within the adminis- 
tration sponsored definition of a re- 
Organization as “a readjustment of 
continuing interests in property in 
modified corporate forms” [Reg. 94, 
Art. 112(g)-1], and is, therefore, 
within the spirit of the law. 


Excess: PROFITS TAX PROBLEM 


One further consideration meriting 
discussion under this method is the 
capital stock-excess profits tax problem. 
For the same reason that the declared 
valuation of the parent is frequently 
inadequate, that of the subsidiary is 
generally adequate, and difficulty will 


*76 Fed. 2d 781. Cir. Ct. App. 8th Cir- 
cuit 1935. No appeal though G.C. M. 
7472 seems contra and has not been re- 
voked. 

® American Gas & Electric Co. vs. Com- 
missioner (supra). 

“It is, of coursé, a question of local 
law whether corporations of different states 
can be merged. It is, however, possible 
in many cases of which Pennsylvania-Dela- 
ware is typical. 

“In the event that the parent has assets 
other than stock and securities of the sub- 
sidiary, these assets may first be donated 
to the subsidiary or acquired by the sub- 
sidiary by issuing its own stock. 

See also H. B. Leary, Sr. vs. Commis- 
sioner, 34 B.T.A. No. 184 (1936). 

57 Fed. 2d 635 cert. denied 287 U.S. 
613. The rule seems to be that gain 
or loss would be recognized if the stock 
takes the place of or is equivalent to 
other property, where, if property were 
received gain or loss would exist. In the 
instant case, if the subsidiary received 
property instead of stock and used it to 
buy the stock, at worst it would only be 
a capital contribution. 
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be encountered only to the extent that 
property which may have to be contrib- 
uted to capital or transferred for stock 
in the subsidiary prior to merger may 
have earning power not reflected in 
present values (as the contribution or 
the transfer will increase declared 
value only to the extent of the fair 
market value thereof. See discussion 
under the second method). In all 
events, the capital stock tax situation 
is more likely to be adequately dis- 
posed of under this method rather than 
under the first three methods discussed. 

It goes without saying that if the 
subsidiary pays no dividends during 
the fiscal year prior to the merger, no 
difficult question should arise as to the 
tax on undistributed earnings. Even 
if a dividend should have been de- 
clared, Reg. 94, Art. 27(f)-1(c) will 
remove any difficulty except as to tax 
on intercorporate dividends. 


V. Tax FREE EXCHANGE PLUus 
LIQUIDATION 

In case the capital stock tax prob- 
lem is not properly answered by any 
of the four above suggested methods, 
or if counsel desires stronger prece- 
dents than those existing in favor of 
the fourth method, or if it is desired 
to have the resulting corporation exist 
under the laws of a state, not the state 
of incorporation of the parent or sub- 
sidiary, a fifth method is available. 

The parent may transfer its stock 
in the subsidiary to a new corporation, 
incorporated in the desired state, in 
exchange for all of its stock. This is 
a tax free exchange [section 112(b) 
(5)] and a reorganization [section 
112(g) (1)B]. Pursuant to the plan 
of reorganization, the security holders 
of the parent will exchange their se- 
curities for those of the new corpora- 
tion. This is a tax free exchange [sec- 
tion 112(b) (4)], and parent would 
dissolve. The new corporation would 
have the privilege of declaring a new 
value for its capital stock but would 
not have the advantage of any un- 
amortized bond discount of the parent 
and would incur taxes on the issuance 
and transfer of securities, depending 
upon the resulting stock and bond 
set-up and the par value of the securi- 
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ties. The next step would then be to 
liquidate the subsidiary along the lines 
suggested in the discussion of the first 
plan and the various factors therein 
discussed will be similarly affected, ex- 
cept that the then parent will be a 
corporation of the desired state with 
a proper declared capital stock value. 

It is well to note that in all the 
plans suggested, except the fourth, the 
surviving corporation will in all prob- 
ability have to face “entrance” taxes or 
fees, depending on whether the surviv- 
ing corporation is domestic or foreign 
or whether it has previously registered 
to do business in the state where future 
operations ate to be conducted. This 
is a situation depending on local law, 
to which problem each case must be 
addressed on its own merits. 

Care should be exercised under this 
method that the affiliated group will 
not become liable to an extra year’s 
capital stock tax. It is obvious that 
unless the “‘old parent’ ceases to do 
business at midnight June 30 and the 
“new parent” begins to do business 
just at midnight June 30, one or the 
other corporation will be “doing busi- 
ness” in the same June 30 fiscal year, 
thus incurring a “duplicated” capital 
stock tax. The old parent might then 
successfully say that its post-June 30 
activities were solely orderly liquida- 
tion and those of prior to June 30 of 
the new parent were incidents to or- 
ganization and that both activities do 
not constitute doing business. Although 
there are favorable rulings on both 
points, there is no ruling on the exact 
case and due to this and practical 
considerations, this method must be 
considered as containing tax jeopardy 
as above outlined. 

The writer has not attempted to 
catalogue all the available methods— 
certain methods, obviously that of con- 
solidation as well as many variations 
of the fifth one, have been omitted— 
but rather has tried to make a super- 
ficial survey of a few of the funda- 
mental means that have been encoun- 
tered in practice. As above indicated, 
each factual situation must, of neces- 
sity, be fitted into the method that is 
most appropriate since no one device 
seems appropriate for all cases. 








CONFERENCE ON 
INDUSTRIAL RELATIONS 


The American Management Asso- 
ciation has invited industrialists and 
industrial relations executives through- 
out the country to attend a conference 
on industrial relations at Philadelphia, 
February 9-11. The conference is 
sponsored by the Philadelphia Cham- 
ber of Commerce, the Philadelphia 
Personnel Association, and fifteen pro- 
fessional societies of that city. It will 
be held at the Benjamin Franklin Ho- 
tel. 

Coming at a time when industrial 
relations has reached the proportions 
of a national problem, the three-day 
meeting is expected to result in solu- 
tions to many problems surrounding 
theemployer-employee relationship. The 
conference has been planned by a com- 
mittee headed by Thomas G. Spates, 
director of industrial relations of the 
General Foods Company. 


Depreciation Reserves 
(Continued from page 39) 
tion channels. To use depreciation re- 
coveries for other purposes is like an 
individual borrowing on a life insur- 
ance policy to pay current living ex- 
penses.”’ 

Mr. Eugene C. Clarke, president of 
the Chambersburg Engineering Com- 
pany of Chambersburg, Pennsylvania, is 
chairman of the Committee on Re- 
serves for Rehabilitation. Mr. Alex- 
ander Konkle, assistant secretary of 
the Machinery and Allied Products In- 
stitute, announces that as long as the 
supply lasts he will be glad to furnish 
copies of the report, on application, to 
members of The Controllers Institute 
of America. The address of the Ma- 
chinery and Allied Products Institute 
is 221 North La Salle Street, Chicago, 
Illinois. 


Position Wanted 

As accountant, assistant controller, or 
controller. Age 33, with fifteen years’ 
experience obtained with real estate, re- 
tail merchandise, public accounting, and 
manufacturing concerns. At present chief 
accountant and assistant to the treasurer 
of a large manufacturing firm. Duties 
include supervision of general and cost 
accounting, credits, budgets, and the like, 
and the preparation of all forms of tax 
returns. Address No. 160, Controllers In- 
stitute. 
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Law Requires Controller To Guess at 
Best Financial Policies 


Government Should Give Corporations Fair Chance To Determine Liability Under 


Various Sets of Circumstances After Close of Taxable Year, Instead of Ahead, Says 
ARTHUR A. BALLANTINE, Former Undersecretary of Treasury—Amendments Suggested. 


— views of a former undersecre- 
tary of the United States Treasury, 
Honorable ARTHUR A. BALLANTINE, 
as to desirable amendments of the Fed- 
eral Revenue Act are set forth in the 
article that follows, which is the sub- 
stance of an address made by Mr. BAL- 
LANTINE before the New York City 
Control, on January 29. The majority 
of members of THE CONTROLLERS IN- 
STITUTE OF AMERICA, aid controllers 
generally, will probably be in complete 
accord with Mr. BALLANTINE’S com- 
ments and suggestions. It strengthens 
these proposals for change, in the inter- 
ests of fairness and improvement, to 
have them so clearly stated. 
—THE EDITOR. 


Most people feel no more concern 
with the operation of the United States 
Treasury than with the operation of 
the sun. It seems to be their belief that 
both the Treasury and the sun will 
function automatically with no help 
from them. I agree in this attitude 
towards the sun. As for the Treasury 
I have a different feeling, because no 
matter what may be believed to the 
contrary its functions call for personal 
judgment, and the responsibility is 
shared by all. 

The administration has been en- 
dorsed by the people—and I might say 
endorsed with some emphasis—with 
the result that our national affairs are 
now being conducted in a new era of 
good feeling. Thus it is in a spirit of 
cooperation that I offer some sugges- 
tions about the conduct of national fi- 
nances and their bearing on business 
and national welfare. 

The President’s budget message for 
1938, submitted to Congress at the 
beginning of the month, is unusual in 
several respects. The full message with 
the figures takes some 895 pages as 


against 859 last year and 727 for 1935. 
It also reflects larger figures. The 
President estimates Government tre- 
ceipts for 1938 at the all-time record 
high of $7,249,000,000—a figure not 
even reached during the World War 
or the boom period of 1929. From the 
Treasury standpoint this is a pleasing 
figure, but from the standpoint of the 
taxpayer other reflections may be sug- 
gested. 


TAXES FIFTH OF INCOME 


As a matter of fact, with Federal 
taxes at such a figure and with state 
and municipal levies at some $6,500,- 
000,000, total Government exactions 
will amount to not less than 20 per 
cent. of the estimated national in- 
come, as compared with pre-depression 
percentages of about one-half that 
amount. Yet these exactions will hardly 
be sufficient for the spending, and of 
course do not provide anything for 
the deficits which have to be paid some 
time. 

The President’s message holds some 
cheer for those who have felt concern 
over long continued Treasury deficits. 
Hope is held out that with the current 
fiscal year these deficits will end: that 
the fiscal year now being planned for, 
beginning July 1 next, will see no in- 
crease in the national debt, and that 
“if improvement in economic condi- 
tions continues at the present rate,” a 
fully balanced budget will be obtained 
in 1939. Such a consummation will be 
the first balance for eight years. 

In this long period of deficits the di- 
rect national debt will have increased 
from the post-war low—using this 
year’s official estimate—by about $19,- 
000,000,000, or 119 per cent. without 
including about $4,700,000,000 of 
guaranteed debt, constituting a con- 


tingent liability. The desirability of 
balancing the budget of course in- 
creases as the debt mounts. 

It is true that large Government 
spending, financed by borrowing, has 
accelerated recovery and that it has 
been possible to accomplish a vast in- 
crease in Government debt without 
present disturbance. It is obvious, how- 
ever, that recovery which is maintained 
by continued Government deficits car- 
ries the seeds of its own destruction. 
The rosier immediate aspects of Gov- 
ernment spending and success in float- 
ing debt must not be permitted to de- 
stroy perception of the necessity of 
stopping the increase and then achiev- 
ing the reduction of the debt. 

To recover from complacence with 
debt one has merely to ask which is 
the stronger government, best able to 
choose its own course and meet the 
needs of its people—one with a high 
debt or one with a very low debt? 
Which is better prepared to meet a 
new emergency, either of war or de- 
pression ? Which is freer from the lure 
of financial expedients that may cut 
under and destroy almost every other 
achievement for the general welfare ? 


SHOULD FIGHT FOR BALANCED 
BUDGET 

It is because of the obvious desir- 
ability of complete financial health in 
the Government that one can wish that 
along with the President’s note of 
optimism in his budget prediction 
there had been a sterner note of deter- 
mination to win the goal by fight if 
need be. The more enduring structure 
for the better use of future generations 
which the President visualizes requires 
a secure financial foundation. Yet a 
balanced budget for the Government 
seems to have been left in the message 
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as something that it would be good to 
have if we can, but not as something 
to be resolutely and presently fought 
for as an instrument of human welfare. 

What the President seems to be re- 
lying upon for rescuing the Treasury 
from its long depression is mainly in- 
crease in the revenues, not any real 
reduction in expenditures. 

According to the President’s esti- 
mates, total expenditures for 1937 will 
be $7,612,000,000 without meeting 
sinking fund requirements, or more 
than $810,000,000 more than for 
1936. For 1938, total expenditures are 
estimated as probably not exceeding 
$7,293,000,000, exclusive of sinking 
fund. This is on the assumption that, 
as the President hopes, additional re- 
lief appropriations will be held down 
to $1,537,000,000. The 1938 estimate 
for total expenditures shows some re- 
duction but compares with an average 
for the years 1925-1929 of $3,179,- 
000,000—or an increase from that 
period of about 129 per cent. 

The deficits are attributed to extra- 
ordinary expenditures, first labeled 
“Emergency Expenditures,” later ‘“‘Re- 
covery and Relief Expenditures.’” What 
is striking now, however, is the in- 
crease in the regular or ordinary 
expenses of the Government. Extraor- 
dinary expenditures, so labeled, have 
indeed been lessening, but total expen- 
ditures have not shown a corresponding 
decrease. It becomes clear that the 
policy of greatly enlarged Govern- 
ment spending for what was supposed 
to be emergency needs during a limited 
period has resulted in building up an 
enlarged scale of continuing expendi- 
ture. It is true that increased expendi- 
tures are due in part to necessary ex- 
pansion of Government function to 
meet present conditions, but it is also 
true that in considerable measure they 
result from inability to get away from 
the pleasanter aspects of larger spend- 
ing of the other fellow’s dollar through 
taxation, regardless of ultimate conse- 
quences. 


How REGULAR EXPENDITURES HAVE 
GROWN 

The figures as to the increase in the 

regular expenditures are most signif- 

icant. Exclusive of sinking fund re- 


quirements, they show increases as fol- 
lows: 


1934 ...... $2,743,000,000 
1935 ...... $3, 145,000,000 
1936 .... 344 $3,513,000,000 
ee $4,796,000,000 
1938. ...0644 $5,440,000,000 


The increase does result in part 
from new activities, such as those for 
the Social Security Act, which in 1938 
it is estimated will amount to $836,- 
000,000. They also reflect the per- 
manence of such emergency activities 
as the CCC Camps, helpful as they are, 
and new agencies such as the TVA: 
also, in considerable measure, the 
bringing back into the regular column 
of expenditures temporarily classified 
under the emergency heading, such as 
Federal highway expenditures and 
much of the expenditure for public 
works. The expenses of regular de- 
partments now show marked increase. 

The proposed reorganization of the 
executive activities of the Federal 
Government is expressly stated by the 
President not to be addressed to econ- 
omy. When we see a permanent Secre- 
tary of Public Works and a Secretary 
of Social Welfare we may be sure this 
does not augur any reduction in ex- 
penditures. Requirements under the 
Social Security Act will be steadily in- 
creasing. 

Senator Glass is reported as having 
remarked in the Senate the other day: 
“My opinion is that it is going to be 
difficult ever to abolish any of these 
emergency agencies.” Senator Glass 
was only stating what everyone who 
has had any experience with our politi- 
cal system knows, and that is once a 
bureau is organized it is practically im- 
possible to get rid of it. 


BATTLE FOR REDUCTION Must COME 

If we are to be continuously facing 
seven billion dollar budgets and up, 
instead of budgets such as we used to 
have, it will be difficult indeed to get 
a balance, and it will be still more dif- 
ficult to keep the balance year in and 
year out. We might well have hoped 
at this stage the Government would be 
spending less than in 1934, 1935 and 
1936, instead of more. At some point 
a battle for reduction of expenditures 
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will have to be made. This will not be 
a fight for mere theory, but a fight to 
assure the ability of the Government 
to continue to do what most needs to 
be done for all the people, and not to 
cripple the ability of the people to sup- 
port the Government and themselves. 

What the President is mainly rely- 
ing on at the moment for the balance 
of the budget is increase in revenues. 
For the year 1938 these are estimated 
at a figure of $7,294,000,000, as I 
have said, the all-time high. That is 
$1,466,000,000 more than the esti- 
mate for 1937, and $3,178,000,000 
more than for 1936. 

Part of this increase in revenues 
comes from the increase in business 
and the recovery in incomes and 
values. A substantial part also comes 
from new taxes, particularly those 
necessary for the social security meas- 
ure, which in the coming year are 
estimated to yield $775,000,000. A 
large part, however, comes from the 
increase of tax rates. Those income tax 
rates have been pushed up to a maxi- 
mum combined rate of 79 per cent. 
and estate tax rates to a top bracket of 
70 per cent. higher than in debt-ridder. 
Great Britain. 


LEANING HEAVILY ON LARGE 
INCOMES 


The estimated increase in the yield 
of the income taxes alone for the com- 
ing year is 42 per cent. bringing the 
estimated yield up to $3,365,000,000. 
This constitutes about 46 per cent. of 
the expected revenue, contrasting with 
34 per cent. in 1936. If income is 
made to balance expenditure on pres- 
ent lines, it will largely be by taking in 
taxation a larger and larger portion of 
incomes and estates. The Treasury is 
leaning very heavily upon the continu- 
ance of large incomes. 

The fact is that the present individ- 
ual income tax rests on a base which 
is SO narrow as to carry a threat to the 
maintenance of a balanced budget, if 
once attained. The figures recently 
published as to the income tax for 1935 
show that of a population of some 
127,500,000, in that year only 4,473,- 
426 individuals filed returns, and that 
of these only 2,067,736 were actually 
subject to the tax. The published 
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figures show further that 4 per cent. 
of the individual taxpayers paid some 
86 per cent. of the tax. 

It must be remembered that from 
1929 to 1932 the yield of income taxes 
showed a precipitate drop from $2,- 
300,000,000 to $1,100,000,000 in 
1932, and to $747,000,000 in 1933. 
That depression drop is what first 
wrecked the budget. With expendi- 
tures doubled, what will happen if by 
any chance there is another drop in 
business? And what will be the conse- 
quence if the drop finds the Treasury 
already heavily burdened with debt ? 

A very real protection to the posi- 
tion of the Treasury would be to 
broaden the base of the income tax by 
decreasing exemptions and increasing 
the rates in the low brackets, making 
our tax more like the British tax. 
Thus, in Great Britain an individual 
with an income of $2,500 pays $157 
against nothing here; of $5,000 pays 
$607 against $80 here; of $10,000 
pays $1620 against 415 here. 

A measure worked out on similar 
lines, starting taxes at say $1,000 a 
year, could supply hundreds of mil- 
lions of revenue and would have a 
most useful place in 4 revision of our 
revenue system. In view of the fact that 
incomes in the lower brackets are made 
up less of temporary gains than in- 
comes in the higher brackets, such a 
measure would establish protection 
against the ebbing of the revenues. 


WouLp HAvE WHOLESOME EFFECT 

To democratize the income tax on 
the English plan would have a most 
wholesome effect on the attitude of the 
people and the management of the 
Government. It would compel many 
more people to take an active interest 
in how their money is being spent and 
would bring to the Government a 
greater respect for the money of these 
same people. Senator La Follette tried 
to get such a proposal before the 
Senate last year but found that par- 
ticular time was unseasonable. 

The desirability of such a develop- 
ment in Federal finance has long been 
manifest. This era of good feeling and 
concentrated political power is the time 
for the resolute accomplishment of this 
difficult but constructive advance. 
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At the same time steps should be 
taken ultimately to remove the glaring 
evil of tax-exempt securities. Partic- 
ularly as the tax burden mounts, there 
should be no refuge from just con- 
tribution. Treasury figures show some 
$37,000,000,000 of tax-exempt securi- 
ties, state and Federal, outstanding, 
including the low yield short-term 
Federal issues. Tax exemption is in 
final analysis a costly and mistaken 
means of facilitating the sale of gov- 
ernment obligations. It is a powerful 
stimulant to extravagant expenditure. 
As income tax rates have been sharply 
increased, the discrimination in favor 
of the holder of tax-exempt securities 
becomes wholly indefensible. 

Doing away with tax-exempt securi- 
ties, state and national, would require 
Constitutional amendment. When the 
President urged the last increase in in- 
dividual tax rates, in June, 1935, he 
endorsed the passage of such an 
amendment. That suggestion has not 
been pressed. Now is the time for it. 
Our system of income taxation will 
not be just or complete until we get rid 
of tax-exempt securities. 

An unfortunate effect of the need 
for higher revenues is to encourage 
resort to methods of taxation that in 
the end lessen the ability of the people 
to produce what they need and hurt 
the revenues. In the end very heavy 
taxation is bound to result in discrim- 
ination and injustices which are often 
crippling. 

There are several subjects demand- 
ing the attention of the Treasury and 
of Congress in this connection. The 
very high qualifications and extensive 
experience of Roswell Magill, just ap- 
pointed Under Secretary of the Treas- 
ury, is an indication that able and fair- 
minded consideration will be given 
them by the Treasury. 


LOWER TAX ON CAPITAL GAINS 


One of the subjects for more intel- 
ligent and fruitful treatment is capital 
gains. The plan which has been in ef- 
fect since the 1934 Act was adopted 
makes owners of appreciated property 
reluctant to sell, and this not only tends 
to diminish the revenue but to permit 
markets to be carried to abnormal levels 
with the threat of abnormal depression. 
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There has been a very large appre- 
ciation in security values as well as in 
real estate and farm values. If these 
potential gains should be turned into 
realized profits, even at reasonable rates 
of tax, such as used to prevail, very 
large additions to the revenues might 
be secured. 

To exempt capital gains from tax al- 
together, as in England, seems extreme, 
for a realized capital gain does carry 
tax-paying ability. Yet it is clear that 
a non-recurrent gain, often accruing 
over a series of years, cannot be treated 
as having the same tax-paying ability 
as recurring income. From a practical 
standpoint it is unwise to so treat it 
because realization is optional and is 
easily discouraged. The present law 
provides for some relaxation in the tax 
dependent upon the length of time the 
property has been held, but does not 
go far enough. It undoubtedly retards 
normal business transactions. A sim- 
pler and more fruitful treatment is 
both practical and desirable from the 
Treasury's standpoint. At the same time 
some reasonable provision should be 
made for carrying over of capital losses, 
now permitted to be deducted only 
from capital gains of the year in which 
a loss is realized. 


AMEND UNDISTRIBUTED EARNINGS 
Tax 


The new surtax on the incomes of 
corporations, increasing according to 
the portion not distributed to stock- 
holders, hastily adopted at the last 
session of Congress, stands in most 
urgent need of reconsideration. When 
a corporation is under the necessity of 
retaining all its apparent income that 
tax would impose a total exaction 
amounting to 2014 per cent. in addi- 
tion to the regular corporation income 
tax. The President states that this tax 
“designed for the purpose... . of 
providing sufficient revenue... . 
and of equalizing tax burdens, gives 
every indication of satisfactorily ac- 
complishing those purposes.” 

So far as yielding revenue is con- 
cerned, this is certainly true. Dividend 
payments for 1936 rose above $4,000,- 
000,000, payments for the last three 
months totalling $2,080,000,000, or 
more than one-half of the total pay- 
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ments. A large percentage of these dis- 
tributions was undoubtedly made to 
avoid the surplus tax and will operate 
to swell the income tax. Treasury esti- 
mates of the yield, direct and indirect, 
are likely to be exceeded. 


“TERMITE” TAXATION 

While this new corporation surtax 
is attractive to the Treasury because of 
the present yield, its practical operation 
is likely to diminish in the end the 
source of the revenue and of business 
activity and employment. The measure 
might be referred to as termite taxa- 
tion, leaving the surface of the business 
structure intact, while in fact eating 
away its framework and very founda- 
tions. Taking a long view, it would be 
wiser to substitute other taxes not cal- 
culated to work such injury. 

This tax was induced by desire to 
prevent the withholding of earnings 
from the imposition of individual sur- 
taxes. The Treasury long has had 
power to impose special taxes in cases 
where it was found that there is with- 
holding beyond the needs of the busi- 
ness. Those are sound provisions, even 
if presenting some difficulty in admin- 
istration. To penalize all corporations 
alike for not distributing earnings, re- 
gardless of their particular needs, is 
an altogether different matter. 

On the economic side, the theory is 
that it is necessary to have businesses 
distribute currently all that they earn 
in order to create purchasing power to 
absorb the output, and that for expan- 
sion they can rely on new capital. The 
practical distinction between the pro- 
tection afforded by capital obtained by 
loans or stock issues and that furnished 
by an uncapitalized surplus is over- 


looked. 


Too MucH GUESSING REQUIRED 

From a practical standpoint this 
theory lays altogether too much weight 
on the effect of an annual determina- 
tion of income. In the cases of active 
manufacturing or commercial enter- 
prises the income determination for a 
particular year is at best an approxima- 
tion, as all accountants know. The in- 
come is frequently not in a form per- 
mitting distribution and even when 
distribution is practicable at the mo- 
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ment probable future needs to take 
care of obsolescence, changes and new 
developments in the industry, have to 
be taken into account if the business is 
to be kept sound. Most American en- 
terprises have been largely built up by 
business savings. Nevertheless, cor- 
porations have on the average and over 
periods of time distributed the greater 
part of their earnings. 

The Department of Commerce has 
shown that during the five years, 1930 
to 1934, business enterprises of this 
country paid out some $26,500,000,- 
000 more than they took in. These dis- 
tributions operated strongly to keep up 
employment as well as incomes and 
taxes. They were made possible largely 
by savings which business had been 
able to accumulate by the methods now 
penalized by this tax. 

Ninteen hundred thirty-six appears 
to be the first year in which business 
enterprise as a whole has got back to 
a basis making saving possible. The 
operation of the new law is to dis- 
courage saving and tends to leave busi- 
nesses in future with no protective 
margin. It is difficult to see how busi- 
ness as a whole will be strengthened if 
most business units are thus weakened. 

The Interstate Commerce Commis- 
sion forcefully pointed out the hard- 
ship which this tax works upon rail- 
roads, stating in its annual report: 

“It is our view that railroads with 
weak financial structures, and those 
just emerging from receivership or 
reorganization proceedings under sec- 
tion 77 of the Bankruptcy Act, should 
be encouraged to use their earnings, to 
the extent authorized or approved by 
us, to build up and improve their prop- 
erty, retire their funded debt, and 
create corporate surpluses in amounts 
sufficient to meet their emergency 
needs, support their borrowing powers, 
and afford insurance against obsoles- 
cence. We suggest that the situation of 
the steam railroads under the Revenue 
Act of 1936 should have the further 
consideration of the Congress.” 

In this connection it is impossible to 
see any difference between the case of 
the railroads and that of other business 
enterprises. 

It is increasingly clear that the new 
tax discriminates in favor of the estab- 


lished corporation, with an accumulated 
surplus and ample reserve, against the 
smaller developing enterprise. The ul- 
timate effect of this discrimination is 
to prevent the emergence of new en- 
terprises which are essential for prog- 
ress and for the maintenance of em- 
ployment. 

The tax by no means equalizes the 
position of the corporation and the 
partnership, but leaves income derived 
through corporations often subject to 
heavier burdens than those imposed 
upon individual or partnership income. 
So far as the corporation actually pays 
the surtax instead of distributing, the 
small stockholder is discriminated 
against. 

If the new corporation tax is to be 
retained, it should be modified in cer- 
tain respects. There is need for clari- 
fying definitions, and also for certain 
changes to eliminate needless uncer- 
tainties and discriminations. 


May INVOLVE CRIMINAL LIABILITY 

Dividends made within sixty days 
after the taxable year should be ac- 
cepted as a distribution of earnings for 
the year. It is wholly unjust to require 
corporation officials to guess earnings 
before the year is over and the final 
adjustments are known. A bad guess 
may hurt the enterprise and may in- 
volve criminal liability. The provision 
urgently proposed for a “dividend 
year’ extending after the expiration of 
the taxable year should by all means 
be inserted. 

It should be provided that when in- 
come honestly reported by a corpora- 
tion is increased by the Treasury in 
its audit, the corporation shall be ac- 
corded opportunity to make a distribu- 
tion of the additional income which 
is retroactive in effect so as to avoid an 
undue penalty as a result of an honest 
different of opinion. 


APPLICATION OF EARNINGS TO DEBTS 


Some greater leeway should be 
given for the application of earnings 
to the extinguishment of debt, at least 
to debt incurred before the beginning 
of the new tax. The relief now given 
is confined to debt incurred before the 
beginning of the new tax and is so 

(Please turn to page 59) 
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2° MILLION ITEMS CHECKED EACH MONTH 


THE S. S. Kresge Company, with general offices at 
Detroit, Michigan, handles one of industry’s most 
voluminous accounting jobs— and provides another 


tribute to “Comptometer” methods: 


“In our centralized ‘Comptometer’ Department,” states 
Kresge’s Office Manager, “we check the invoices for our 
entire organization, which operates a chain of approximately 
700 retail stores. Every month we check 

approximately 500,000 invoices, each 

averaging 514 items. Truly, a tremen- 

dous undertaking. 


“Yet this entire job is handled on 18 
Model K Electric ‘Comptometers’ with 
trained operators. It is done quickly, 
accurately, and without confusion — 
thanks to the modern high-speed 
*‘Comptometer.’ 


ig: U. 


* ‘Comptometers’ are also used effectively in other divisions 
of our accounting, on such work as billing, purchasing, 
statistical and general accounting.” 

That’s convincing testimony. Yet the “Comptometer” 
handles less imposing figure-work jobs just as efficiently 
—solves the largest or the smallest accounting prob- 


lem “quickly, accurately, and without confusion.” 


If you recognize the need for 
more rapid, accurate and economical 
accounting methods in your own 
business — especially in view of re- 
cent Social Security legislation — 
telephone the “Comptometer” rep- 
resentative in your district, or write 
direct to Felt & Tarrant Mfg. Co., 
1734 N. Paulina St., Chicago, Ill. 


Electric 


S. Pat. Off. 











FEDERAL INCOME TAX HANDBOOK, 
1936-1937, by Robert H. Montgomery. 
Ronald Press Company, New York. 1200 
pages. $10. 


Controllers, other corporation officers, 
public accountants and attorneys look for- 
ward to the new edition of this handbook 
each year as they know from experience 
that they will find in it much material 
that will be of practical value to them in 
handling the tax problems of their corpora- 
tions, and so far as accountants are con- 
cerned, in making their audits. This year’s 
edition is no exception to the rule and it 
becomes available in timely fashion, when 
the business public is engaged in its an- 
nual, or one might say perennial, struggle 
with tax problems. 

In this work, accounting and legal view- 
points are combined, together with specific 
recommendations as to procedures to be 
followed under given sets of conditions. 
The author has given interpretations of 
new or doubtful provisions of the 1936 
Revenue Act which are based on research 
performed by a corps of expert practitioners. 
As the title of the work indicates, it deals 
with Federal taxes, including the corpora- 
tion income tax, the individual income tax, 
capital stock tax, excess profits tax, tax on 
undistributed profits, and unjust enrichment 
tax. 

Successive issues of the tax manuals 
prepared by Colonel Montgomery have been 
issued since 1917. The information pre- 
sented is thus reinforced and supported by 
an experience accumulated over many years 
by groups of legal and accounting experts. 
Principles are summarized and recommenda- 
tions are made from thousands of cases 
which have been carefully prepared and 
taken through the courts for decision under 
successive laws. 

Controllers and other corporation officers 
realize that the tax problems of a business 
constitute one of the most important phases 
of its activities. Professional tax consult- 
ants, too, use this handbook as a guide. 

Readers of this year’s handbook will 
turn, of course, almost at once to the inter- 
pretation of the 1936 Federal Revenue Act. 
This Act is quoted, and analyzed and in- 
terpreted section by section. Statements by 
counsel and concise instructions for imme- 
diate procedure, are given. Colonel Mont- 
gomery sets forth his personal recom- 
mendations on questions of principle and 
important, interesting points of practice. It 
is these concise, decisive final statements of 
advice and guidance which make this work 
of exceptional value. Decisions and rulings 
have been analyzed and reduced so that the 
conclusions reached represent days of care- 
ful research, of condensing and revising 
pages of findings. 








REVIEWS of Current Business Publications 


The author points out that the principal 
opportunities for tax savings lie, not on 
the surface, but in studying the effect of 
details of the law, and their application 
to operations in the light of available ex- 
perience. - Colonel Montgomery calls atten- 
tion, for instance, to numerous deductible 
items frequently overlooked—losses, ex- 
penses, taxes—and likewise saves disap- 
pointment by indicating what items are not 
deductible. 

The handbook, of course, will be useful 
in many ways to those working in this 
field and it is well up to the standard set 
by the sixteen previous issues. 

Reviewed by ARTHUR R. TUCKER. 


FEDERAL TAXES ON ESTATES, TRUSTS, 
AND GIFTS, 1936-1937, by Robert H. 
Montgomery and Roswell Magill. The Ron- 
ald Press Co., New York, New York. 550 
pages. $7.50. 

The Montgomery Tax Handbooks are too 
well known to require any introduction to 
controllers. This one is divided into four 
parts, (1) The Income Tax on Estates and 
Trusts, (2) The Estate Tax, (3) The Gift 
Tax, and (4) Methods of Estate Distribu- 
tion. 

Some so-called trusts are treated like 
corporations for tax purposes; common 
trust funds are treated like partnerships. 
Fiduciaries for income tax purposes are 
divided into two groups: (1) legally capa- 
ble persons acting as representatives of 
legally incapable persons or corporations 
(e.g., infants, lunatics, bankrupts) who file 
tax returns in the name of the latter; and 
(2) persons who have been vested by will 
or trust agreement with titular control of 
an estate or trust which can be taxed as a 
separate entity and the income from which 
they will eventually be required to dis- 
tribute to others. Ordinarily, this income 
is taxed to the fiduciary if held or accumu- 
lated and to the beneficiary if currently 
distributed. Two chapters deal with the 
income of fiduciaries and one with the in- 
come of beneficiaries. Another chapter dis- 
cusses employee’s trusts, revokable trusts, 
and trusts for benefit of grantor. 

The estate tax is imposed on the trans- 
fer at death of the net estate (gross estate 
minus $40,000 and certain expenses, claims, 
and charitable bequests) at rates beginning 
with 2 per cent. on the first $10,000 and 
graduating to 70 per cent. on the excess 
over $50,000,000. State death taxes can be 
deducted up to 80 per cent. of what the tax 
would be if figured at the lower 1926 rates. 
Real estate outside the United States is 
excluded: from the gross estate. A whole 
chapter is devoted to methods of valuation 
and another chapter to such complications 
as personal holding companies, joint ten- 





ancies and tenancies in common, transfers 
in contemplation of death or to take effect 
after death, and reservations of rights in 
connection therewith, and various features 
of insurance policies. 

The gift tax (at graduated rates of 
about 75 per cent. of the death tax rates) 
is imposed on the aggregate of gifts during 
life, not counting certain charitable gifts 
or gifts to the extent of $5,000 a year to 
any individual donee and excluding an ad- 
ditional exemption of $40,000 for all gifts 
to date. Each year the tax is computed 
on aggregate gifts since January 6, 1932, 
and any excess over taxes already paid 
then becomes due. The tax applies whether 
the transfer is direct or indirect, in trust 
or otherwise. A sale without full con- 
sideration, the payment by a husband for 
real estate or securities placed solely or 
jointly in the wife’s name, the declaration 
of a trust, the forgiveness of a debt, or 
the assignment of insurance benefits may 
constitute taxable gifts. 

The advantages of distributing part of 
a large estate during life are explained as 
including not only the lower rates of the 
gift tax but also the combined benefit of 
the exemptions and lower brackets of both 
the gift and death taxes. Likewise family 
income taxes are minimized by distributing 
the income. Joint tenancies and tenancies 
by entirety created by gift suffer disadvan- 
tages. 

Controllers who have not read earlier 
editions of this book should read this one 
not only for professional information but 
also for the help it will give in arranging 
their family affairs. Those who have read 
earlier editions will find in this book an 
explanation of the changes in the 1936 law 
and of the many court decisions of the past 
year. 

Reviewed by E. STEWART FREEMAN, 

Dennison Manufacturing Co. 


TWENTY-FIVE YEARS OF ACCOUNT- 
ING RESPONSIBILITY, 1911-1936, by 
George Oliver May. American Institute 
Publishing Co., Inc., New York City. 800 
pages. $3. 

This book is a collection of essays, let- 
ters, court testimony and other discussions 
dealing with almost every subject in which 
accountants and controllers are interested. 
Its author, from his eminent position as 
head of Price, Waterhouse & Co., has had 
peculiar opportunities to contemplate the 
changes in accounting during the past quar- 
ter century and the effect of such changes 
on business in this and other countries. 

The first 150 pages deal with the pro- 
fession of accounting and of the account- 
ant’s relation to his employer and to the 
investing public. A chapter is given to a 


(Continued on following page) 
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I'M INSTALLING 
ANEW PAYROLL 


SYSTEM IN MY 
COMPANV.........- 










Payroll Ac- 
counting methods 
are the topic of the day. 
Everywhere treasurers, 
comptrollers, accountants are 
planning systems designed to 
furnish allof the records required 
for accounting purposes as well as 
those required for Federal and State 
governments under the Social Secu- 
rities Laws. 

The keynote of all of this planning 
is the elimination of rewriting and re- 
checking, and the speeding up of the 
preparation of the payroll itself. No 
method accomplishes these results so 
effectively as the New Ditto payroll 
system which has attracted so much 
favorable comment in the past few 
months. 

If you have not investigated the 
Ditto payroll system you owe it to 
yourself to do so before investing in 
any other system. 


DITTO THE 























Our new folder“‘The 
Ditto Payroll Record 
System”’ tells the 
completestory. Write 
for a copy. No cost 
or obligation. 


2 ee a ee SS Ge Eo lee cee a EM Se 
Yes, you may send me, without cost or obliga- 
tion, your special folder explaining the Ditto 
payroll system. 


DITTO THE ONE WRITING METHOD:- 


DITTO Ine. 


649 S. Oakley Bivd. 
CHICAGO, ILLINOIS 


DITTO + DITTO 





Reviews 
(Continued from page 54) 


discussion of each, the Royal Mail and the 
Kreuger and Toll examples. Other chap- 
ters discuss the effect of mergers and the 
influence of the depression on accountancy, 
the publicity of accounts and the need of 
independent auditors, the qualifications of 
auditors and why they should be elected 
by the stockholders, and the need for cour- 
age in the assumption of responsibility by 
auditors in insisting on sound methods of 
accounting and in making proper qualifica- 
tions in certificates. 

The next 270 pages discuss depreciation, 
obsolescence, and depletion, the valuation 
of physical property and shares of stock, 
the valuation and obsolescence of good will, 
the capitalization of earnings, and the de- 
termination of invested capital. Supreme 
Court decisions, Interstate Commerce Com- 
mission and Treasury Department rulings, 
excerpts from the author’s testimony in va- 
rious litigations in respect to property as- 
sessments, income and estate taxation, and 
stockholders’ suits are introduced to help 
throw light on these controversial subjects. 

The tax maze, the possibilities of scien- 
tific tax revision, and various phases of 
tax avoidance get about 175 pages. These 
chapters include an explanation of the Brit- 
ish income tax and excerpts from the au- 
thor’s testimony on taxation before con- 
gressional committees, including his 1936 
testimony regarding the undistributed prof- 
its tax. 

Then come chapters devoted to an his- 
torical and philosophical consideration of 
the nature and purposes of accounting and 
the way in which its conventions (especially 
in reference to the determination of in- 
come, the exhaustion of property through 
use, and the treatment of capital gains and 
losses) influence our economic life and our 
habits of thought. 

The last 55 pages present short memo- 
randa, criticisms, and book reviews written 
by the author on accounting, corporation 
practice, and economic subjects. 

While controllers may not find in this 
book anything that is really new to them 
they will be sure to pick up something of 
suggestive value out of the wealth of ma- 
terial which it will lay before them. 

Reviewed by E. STEWART FREEMAN, 

Budget Controller, Dennison Mfg. Co. 


“FEDERAL TAX LAW WITH EXPLAN- 
ATORY DIGEST.” Published by Prentice- 
Hall, Inc., New York. 156 pages. $1. 

This is the January, 1937, issue. It is a 
handbook covering the Federal tax laws 
now in effect. There is a handy index of 
the Income Tax law and a section of forty 
pages devoted to a digest of the Revenue 
Act of 1936, in which the important points 
of the law are discussed and explained. 

Considerable space is devoted to the sub- 
ject of capital gains and losses and much 
space is given to taxes other than income 
taxes, including capital stock tax, excess 
profits tax, tax on admissions and dues, 
stamp taxes, and miscellaneous taxes. A 
summary is given of other taxes, including 
liquor, telephone and telegraph, safe de- 
posit boxes, and the like. 

The staff of Prentice-Hall, Inc., edited 
the booklet. It is indeed a worthy effort 
and a convenient source of information. 










DONT DO ANYTHING 
UNTIL YOU INVESTI- 


GATE THE DITTO 
PAYROLL SYSTEM 









The Ditto 
payroll record sys- 
tem produces your Em- 
ployees Earning Record, Payroll 
Summary Sheet, Government Re- 
ports, Payroll Envelope or Payroll 
Check, and Employee’s Statement— 
all from one writing. 

By the Ditto method your original 
payroll sheet or employee’s unit record 
provides all of the facts, and is the 
only writing necessary. It can be pre- 
pared with an addressograph, with a 
typewriter, a pencil, pen and ink or 
any combination of these. 

The advantages of the Ditto system 
are—its low initial cost—its low oper- 
ating cost—its unmatched flexibility— 
its speed and accuracy. One medium 
size textile mill recently wrote us— 
“With the Ditto system we have elim- 
inated the time of two clerks in writing 


our payroll records.” 
Free! 


If you would like 
to learn how Ditto 


\> 
GoHLaWwW py 


















can effect savings 
onyour payrollrec- 
ord system, simply 
sign and return 
the coupon below. 





SS a 
Please send me information showing how Ditto 
can effect savings on my Payroll Record System. 
No cost or obligation. 
COMMON 6 0.5 Sis cove diated dcen as eouda 


DITTO Ine. 


649 S. Oakley Bivd. 
CHICAGO, ILLINOIS 


DITTO + DITTO 
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MEETINGS OF CONTROLS 
Chicago 

The Chicago Control met January 12. 
It was a joint meeting with the Chicago 
Chapter of the Controllers Congress of the 
National Retail Dry Goods Association. 
The meeting was addressed by Mr. Harland 
Allen, economist. 


Cleveland 

Mr. M. W. Thernes presided at the De- 
cember meeting of the Cleveland Control 
held at Hotel Cleveland, December 15. Mr. 
A. Geisheimer Jed a discussion on “Social 
Security Act.” The details of the Ohio 
Unemployment Insurance Law were also 
discussed. The remarks of the members 
dealt principally with the manner of pay- 
ment to employees of whatever benefits 
accrue to them, the manner of keeping the 
records, and the extent of the records, in 
order to comply with the provisions of the 
act. 

Mr. M. W. Thernes led a discussion on 
the Ohio Unemployment Insurance law at a 
meeting of the Control held January 12. It 
was pointed out that no forms or regulations 
had been put out to cover the administra- 
tion of the new Ohio act, and members 
expressed a wish for exact information as 
to what they were to do with respect to 
preparing the Federal returns, due January 
21. A member reported having received a 
notice of a sixty-day extension for Federal 
returns. 

It was pointed out that one of the three 
members of the Board appointed to ad- 
minister the Ohio law represents employers, 
and the suggestion was made that it would 
be well for the Control to get in touch 
with him with respect to regulations and 
possibly to appoint a committee to cooper- 
ate with the Board in their preparation. 

President J. J. Anzalone of the Cleve- 
land Control suggested writing the Cincin- 
nati Control as to the advisability of join- 
ing with the Cleveland Control in forming 
a Committee on the Ohio Unemployment 
Insurance to cooperate with the Board. This 
suggestion was unanimously approved by 
the members present. 


Philadel phia 

Mr. I. H. Krekstein, Director of The 
Bureau of Corporation Taxes, Department 
of Revenue, of the Commonwealth of 
Pennsylvania, addressed the Philadelphia 
Control January 25 on ‘Pennsylvania State 
Corporation Taxes.” Mr. Krekstein’s ad- 
dress dealt specially with corporate income 
and capital stock taxes. Mr. Elmer Hart 
acted as chairman of the meeting, which 
was held at the Penn Athletic Club. 

Mr. Krekstein is a certified public ac- 
countant. Before his appointment as Di- 
rector of the State Bureau on Corporations 
he was principal tax examiner in the De- 
partment of Revenue, and organized the 
field forces of the bureau. He is a gradu- 
ate of the University of Pennsylvania, 1921. 
As director of the Bureau of Corporation 
Taxes he is in charge of the collection of 
the franchise tax, five mill capital stock 


tax of manufacturing corporations, and the 
personal property tax. 


New England 

“Business and Monetary Prospects for 
1937” were discussed at a meeting of the 
New England Control held January 19 at 
the University Club, Boston. The speaker 
was Mr. Donald B. Woodward, economist 
of Moody’s Investors Service. He was 
formerly financial editor of Business Week 
and Washington correspondent of The Wall 
Street Journal. He is also co-author of 
two recognized works on monetary princi- 
ples. The address and the discussion 
which followed were of exceptional interest. 


Pittsburgh 


Mr. John Haskell, secretary of the Com- 
mittee on Stock List, of the New York 
Stock Exchange, addressed a meeting of the 
Pittsburgh Control January 25, at the Wil- 


INSTITUTE ACTIVITIES-COMMUNICATIONS 


liam Penn Hotel, on “The Growing Inter- 
Dependence of the New York Stock Ex- 
change and Listed Corporations.” 

It was Executives’ Night, with many 
other officers of corporations whose con- 
trollers are members of The Controllers 
Institute of America, in attendance. Presi- 
dent W. H. Swinney was in the chair. 


Position Wanted 


Can you use a man with 15 years’ experi- 
ence in financial and factory accounting; 
budgetary control; cost work; Federal and 
State taxes; coordination of internal ac- 
counting systems; etc.? Four years’ expe- 
rience in Public Accounting. Well versed 
with modern industrial engineering practices 
and procedures; the Social Security Act; 
Robinson-Patman Act. Received his legal 
training at the Y. M. C. A. Law School; tech- 
nical training at the Ohio Mechanics Insti- 
tute and also studied a _ special technical 
course at Harvard University. His age is 40 
and married. If interested in such a man 
please address: G. H. Landwehr, 3008 Springer 
Ave., Hyde Park, Cincinnati, Ohio. 











When State Unemployment Compensation Laws Under Title IX 
of Social Security Act Became Effective 
Submitted for 
Approval Approved by 
under Board under 
State Passed Title IX Title IX 
1. Alabama Sept. 14, 1935 Dec. 5, 1935 Dec. 31, 1935 
2. Arizona’ Dec. 3, 1936 Dec. 16, 1936 Dec. 22, 1936 
3. California June 25, 1935 Nov. 29, 1935 Dec. 27, 1935 
4. Colorado Nov. 20, 1936 Nov. 20, 1936 Nov. 27, 1936 
5. Connecticut Nov. 30, 1936 Dec. 3, 1936 Dec. 8, 1936 
6. Districtof Columbia Aug. 28, 1935 Sept. 18, 1935 Nov. 15, 1935 
7. Idaho Aug. 6, 1936 Aug. 10, 1936 Sept. 1, 1936 
8. Indiana Mar. 18, 1936 Mar. 21, 1936 Apr. 18, 1936 
9. Iowa Dec. 24, 1936 Dec. 28, 1936 Dec. 29, 1936 
10. Kentucky Dec. 29, 1936 Dec. 29, 1936 Dec. 31, 1936 
11. Louisiana June 29, 1936 Nov. 12, 1936 Nov. 20, 1936 
12. Maine Dec. 18, 1936 Dec. 20, 1936 Dec. 24, 1936 
13. Maryland Dec. 17, 1936 Dec. 17, 1936 Dec. 22, 1936 
14. Massachusetts Aug. 12, 1935 Sept. 19, 1935 Feb. 4, 1936 
15. Michigan Dec. 24, 1936 Dec. 26, 1936 Dec. 29, 1936 
16. Minnesota Dec. 24, 1936 Dec. 24, 1936 Dec. 29, 1936 
17. Mississippi Mar. 23, 1936 May 2, 1936 May 20, 1936 
18. New Hampshire May 29, 1935 Nov. 15, 1935 Dec. 13, 1935 
19. New Jersey Dec. 22, 1936 Dec. 23, 1936 Dec. 24, 1936 
20. New Mexico Dec. 16, 1936 Dec. 16, 1936 Dec. 19, 1936 
21. New York Apr. 25, 1935 Nov. 26, 1935 Jan. 24, 1936 
22. North Carolina Dec. 16, 1936 Dec. 17, 1936 Dec. 19, 1936 
23. Ohio Dec. 17, 1936 Dec. 22, 1936 Dec. 22, 1936 
24. Oklahoma Dec. 12, 1936 Dec. 16, 1936 Dec. 19, 1936 
25. Oregon Nov. 15, 1935 Nov. 29, 1935 Dec. 23, 1935 
26. Pennsylvania Dec. 5, 1936 Dec. 5, 1936 Dec. 8, 1936 
27. Rhode Island May 5,1936 May 15,1936 June 8, 1936 
28. South Carolina June 6, 1936 July 1, 1936 July 22, 1936 
29. South Dakota Dec. 24, 1936 Dec. 24, 1936 Dec. 29, 1936 
30. Tennessee Dec. 18, 1936 Dec. 21, 1936 Dec. 22, 1936 
31. Texas Oct. 27, 1936 Oct. 27, 1936 Nov. 5, 1936 
32. Utah? Aug. 29, 1936 Sept. 8, 1936 Sept. 15, 1936 
33. Vermont Dec. 22, 1936 Dec. 23, 1936 Dec. 29, 1936 
34. Virginia Dec. 18, 1936 Dec. 18, 1936 Dec. 19, 1936 
35. West Virginia Dec. 17, 1936 Dec. 19, 1936 Dec. 22, 1936 
36. Wisconsin Jan. 29, 1932 Oct. 28, 1935 Nov. 27, 1935 
* Law takes effect 90 days after adjournment of legislature (i.e., Feb. 23, 1937). 
* Former law (enacted 1935) repealed and new law enacted. 
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The Controller, February, 1937 


Mid-West Conference of Controllers in Chicago— 
New York Also To Have Meeting 


Two regional conferences of con- 
trollers will be held in the spring, one 
in New York on April 29 (date tenta- 
tive), and one in Chicago, probably 
in May. The New York City, and the 
Chicago Controls have both signified 
their willingness and intention of spon- 
soring and conducting these confer- 
ences, and the tentative plans have 
been approved by the National Board 
of Directors. 

The conference to be held in New 
York City, at the Waldorf-Astoria, 
will take the form of a series of three 
round table conferences, beginning at 
11:00 A.M., and will close with a 
formal dinner, at which it is expected 
to have one or more outstanding 
speakers. Opportunity will be af- 
forded during the day, at the group 
conferences, to discuss current press- 
ing problems of controllers. The con- 
ferences will be sufficiently broadened 
out so that no one of them will be- 
come so large as to be unwieldly. 
Members of The Institute from the 
New England States, Philadelphia, up- 
per New York State, New Jersey and 
eastern Pennsylvania will be invited to 
attend the New York City conference, 
as well as non-member controllers who 
are eligible to membership. 

President E. L. Olrich of the Chi- 
cago Control laid before the members 
of that Control the proposal to conduct 
a mid-west conference, and has re- 
ceived assurances from the members of 
the Control that they will support such 
an undertaking. This will be the first 
general conference of controllers ever 
held in the mid-west and it is expected 
that it will attract controllers from 
western Pennsylvania, Pittsburgh, Ohio, 
Indiana, Illinois, West Virginia, Mis- 
souri, Michigan, Minnesota, and Kan- 
sas. The Institute has Controls in 
Pittsburgh, Cleveland, Cincinnati, De- 
troit, St. Louis and the Twin Cities, 
as well as the one in Chicago, and it 
is believed that several hundred con- 

trollers in this area will be interested 
in the program to be offered, which 
will be carefully prepared, and which, 
it is expected, will be a one-day affair. 


Programs for both conferences will 
be developed rapidly and notices will 
be sent by mail not only to members of 
The Controllers Institute of America, 
but to other controllers, who will be 
welcome to attend either conference. 

Emphasis will be placed on not only 
the current technical problems with 
which controllers are confronted, but 
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with the general aspects of controller- 
ship. 

It is pointed out that these assem- 
blages, particularly the mid-west con- 
ference in Chicago, will afford an op- 
portunity for controllers to become 
acquainted with one another. 

Annual meetings of The Controllers 
Institute of America, by mutual con- 
sent of a majority of the members and 
of the officers of Controls, have been 
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]. How quickly fire will destroy the contents of 
your steel filing cabinets ? 


2 What invention has transformed card drawers 
into productive machines? 


3. What filing cabinets are only 66% workable? 
4. What clerical desks are “organized for work” ? 
& 


5. What files perform a triple duty? 


Tue ANSWER to 





these and hundreds of similar ques- 
tions are embodied in the 1937 edition 
of the Buyers’ Guide—the Nations 


new 492 page encyclopedia of office 


equipment and business systems. 


It’s yours for the asking—Address Dept. C-6. 





GHAW-WALKER 


MUSKEGON, MICH. 





DEALERS AND BRANCHES IN ALL PRINCIPAL CITIES 
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MARCHANT 


WHAT! nota single 


operation done by hand? 


All Electric... Full Automatic 


WAN] 3/LFZ (CALCULATOR 


This newest MARCHANT sets an un- 
precedented standard of speed and ef- 
ficiency in the handling of figure-work 
and here’s why! This remarkable cal- 
culator eliminates all of the shock of 
continual ‘“Stop-and-Start’’ motions of 
ordinary calculator operation! It makes 
continuous production of figure-work 
a reality for the first time in calculator 
history! 

No hesitation! No interruption! From 
start to finish, this greatest of calcu- 
lators carries every figure-problem 
through to its answer ... at the record- 
breaking speed of 1200 C.P.M.*! 


Likewise, this newest MARCHANT 
brings other new and valuable advan- 
tages—in greater quietness—in easier, 
more accurate operation—in durability 
and portability. Let a demonstration 
on your work show the outstanding 
merits of employing MARCHANT in 
your business! Write for folder “‘M.”’ 


@ NEW SILENT SPEED... 
1200 C.P.M.* produced by 
a unique continuously 
flowing mechanism... 
without noise. 

@ALL-ELECTRIC OPERA- 
TION with ONE - HAND 
KEYBOARD CONTROL 
...responsive to feather 
touch. 


@ AUTOMATIC ELECTRIC 
TWO-WAY SHIFT 
smoothly glides the car- 
riage in either direction. 


@ REVERSIBLE MULTIPLI- 
CATION and COMPARI- 
SON DIVISION .. . both 
fully automatic . . . sim- 
plicity itself. 

@POSITIVE ELECTRIC 
CLEARANCE regardless of 
carriage position... by the 
mere touch of a key. 

@ DIALS FOR ALL 3 FAC- 
TORS in perfect alignment 
for instant checking of all 
factors. 

*C.P.M.—Calculating-speed Per Minute 


Mid-West Conference 
(Continued from page 57) 

held thus far in New York City. It 
has not been convenient for many of 
the members of The Institute, situated 
in the mid-west, to attend many of 
these Annual Meetings. The regional 
conference in Chicago, it is expected, 
will therefore take the place, in a 
measure, of attendance at the annual 
meeting of the organization. 


NO ADDITIONAL TAX 
WHEN EMPLOYER 
PAYS ALL 

Commissioner of Internal Revenue 
Guy T. Helvering has announced that 
amounts voluntarily paid as employees’ 
tax by an employer, without collecting 
such amounts from his employees, are 
not wages subject to the taxes under 
Title VIII of the Social Security Act. 

Title VIII of the Social Security Act 
imposes two taxes, an income tax on 
employees and an excise tax on em- 
ployers, both of which became effective 
January 1, 1937. The initial rate of 
each of these taxes is 1 per cent. of the 
wages of the employee. 

After the close of each calendar 
month both the amount of the tax on 
the employer and, whether or not col- 
lected from his employees, the amount 
of the employees’ tax must be paid by 
the employer to the collector of internal 
revenue. The taxes with respect to all 
taxable wages paid by the employer 
during a calendar month are required 
to be paid to the collector within the 
succeeding month. Form SS-1, the 
monthly return to be used by employ- 
ers for this purpose, is available at the 
offices of all collectors. 

A number of employers made known 
a desire to pay the employees’ tax 
under Title VII without deducting the 
tax from the remuneration of their 
employees. They requested a ruling 
whether the amount so paid by them 
will itself be subject to the taxes under 
that title of the Act. The amount of 
the employees’ tax in such case, if 
voluntarily paid by an employer, is 
not considered as additional wages 
subject to either the employer’s tax or 
employees’ tax imposed by Title VIII 
of the Act. 
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MARCHANT CALCULATING MACHINE COMPANY 


Service throughout the world 
HOME OFFICE: OAKLAND, CALIFORNIA, U.S. A. 
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Controller Must Guess 
(Continued from page 52) 
limited as to be ineffective in very 
many cases. For the encouragement of 
business it is desirable that corporations 
should be permitted to continue the 
practice of borrowing money with 
proper restrictive provisions for the 
protection of the lenders, and without 
what the Interstate Commerce Com- 
mission describes as “‘a severe penalty.” 


WHEN STATE LAW PROHIBITS 
DISTRIBUTION 

Some provision should be made to 
meet the situation of a corporation 
prohibited by a state law, or by its 
charter, from distributing its current 
earnings because of the existence of a 
deficit for prior years. 

No more effective way to promote 
employment could be found than by 
giving some exemption from this extra 
tax for the application of earnings to 
improvements and expansions. 

A long-range view of the interests 
of the Treasury and of employment 
would dictate permission for the re- 
tention of some cushion of unallocated 
surplus without any penalty. 


SUGGESTED PROGRAM 


It is to be hoped that the Presi- 
dent’s unique leadership is now to be 
used for financial measures, not easy 
to secure, but likely to be of lasting 
all-around benefit to the people. These 
include resolute holding of ordinary 
expenditures in bounds instead of rely- 
ing so much upon taking larger and 
larger amounts in taxation: broadening 
the income tax base so that revenues 
will be more adequate and more uni- 
form and more people will feel their 
own relation to Government spending: 
elimination of tax-exempt securities 
with their loss to the Treasury and un- 
just discrimination: revision of the 
capital gains taxes to prevent loss of 
revenue and artificially high markets: 
reconsideration of the new corporation 
surplus tax, at least to the extent of 
making that tax less repressive and 
more just in its operation, and giving 
relief to enterprises that are unduly re- 
stricted and penalized by it. As we 
progress further in recovery, such for- 
ward steps do not seem to much to 
hope for. They are needed to give 
reality and permanence to provision 
for human needs. 
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Ediphone Adds 20% to 








HE genius of Thomas A. Edison has man- 
ifested itself in many ways. Among his 
great contributions to the smoother, swifter 
conduct of business has been the miracle of 
Voice Writing . . . born sixty years ago. 
As the tempo of business raced faster and 
faster ... as the factor of time grew more 
vital .. . the Ediphone became more valu- 
able to executives. Today . . . with its many 
improvements... it is an A B C of the suc- 
cessful business man’s equipment (provid- 
ing Added Business Capac- 


ity) —as easy to use as a sj 
telephone. JO- 


With a Pro-technic Edi- e 
phone, you can simplify, dip 


regulate, your responsibili- 


Industry all over the world reports the 








50% to Business Capacity! 








ties. Correspondence, reports, inter-office 
memoranda are written at the very moment 
you are ready to dictate. Important matters 
are never forgotten. The completion of your 
business day sees the completion of your 
business. And everything is accomplished 
with less effort! 

Executives are invited to Voice-Write with 
the Ediphone in their office on the “You- 
Pay-Nothing” Plan, and to request a free 
copy of Professor H. L. Hollingworth’s 

booklet, “Using Your Head.” 

e For details, Phone The Edi- 

phone, Your City, or address 
Desk FB-17, Thomas A. 
Edison, Incorporated, West 
Orange, New Jersey, U.S.A. 





INSTITUTE ACTIVITIES-COMMUNICATIONS 


New Members Elected 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held January 29, 1937, the applicants 
named below were elected to active mem- 
bership in The Institute: 


ALDRICH E. AHLBERG 
North Western Fuel Company, St. Paul, 
Minnesota. 


EpwarpD R. BAINES 
Underwood Elliott Fisher Company, New 
York City. 
ROBERT LEE BoyD 
The Bloch Brothers Tobacco Company, 
Wheeling, West Virginia. 
L. C. BRANCH 
Newport News Shipbuilding and Dry 
Dock Company, Newport News, Virginia. 
JAMES DAVIES 
Alton and Southern Railroad, East St. 
Louis, Iilinois. 
WILLiAM C. DECKER 
Corning Glass Works, Corning, New 
York. 
GeEorGE L. DUMBAULD 
Blaw-Knox Company, Pittsburgh. 
WALTER F. EvERTSEN 
Empire Distilling Corporation of New 
York, Yonkers, New York. 
W. H. HAuN 
Bell & Howell Company, Chicago. 


MarsHALt E. Hoyt 
Nash Engineering Company, South Nor- 
walk, Connecticut. 


EARLE E. HESSE 
United States Cold Storage Corporation, 
Chicago. 


JAY IGLAUER 
The Halle Brothers Company, Cleveland. 


L. A. KEELER 
Fairbanks, Morse & Company, Chicago. 


LESLIE A. KLEIN 
William R. Warner & Company, Inc., 
New York City. 


H. S. LASELL 
Edward & John Burke, Ltd., Long Island 
City, New York. 


Harry L. MILLER 
Fibreboard Products, Inc., Los Angeles. 


WILLIAM A. MINER 
Electro-Chemical Engraving Co., Inc., 
New York City. 


FRANK C. ODELL 
Brockway Motor Company, Inc., Cort- 
land, New York. 


DONALD O. PRICE 
H. L. Judd Company, New York City. 


E. J. SPIEGEL 
Robert Gaylord, Inc., St. Louis. 


Twin Cities 

Members of the Twin Cities Control met 
January 12 at the Minneapolis Athletic 
Club and listened to an address by Senator 
M. J. Galvin, chairman of the Interim 
Committee on Social Security and chairman 
of the Committee on Labor, on “The 
Minneapolis Unemployment Compensation 
Act.” 

The attendance was large, and at the 
conclusion of the address many questions 
were asked as to the details of the admin- 
istration of the new law. An interesting 
discussion followed. 

The charter of the Twin Cities Control 
will be formally presented at the February 
meeting, by President P. J. Urquhart, after 
which officers and directors of the Control 
will be elected. 


St. Louis 


Mr. F. Eakin, of the A. E. Staley Manu- 
facturing Company of Decatur, Illinois, ad- 
dressed a meeting of the St. Louis Control 
held January 26 at the Missouri Athletic 
Club. His subject was “Economic Coordi- 
nation.” 

Mr. Eakin is joint author with Mr. 
Frank G. Dickinson of the University of 
Illinois of a work entitled “A Balance 
Sheet of the National Economy.” His ad- 
dress to the St. Louis Control was based 
on that publication. It was thoroughly en- 
joyed and was followed by an animated 
discussion. 





The New York City Control 
holds its monthly meeting at the 


HOTEL MONTCLAIR 


Lexington Avenue at 49th Street, New York City 


Naturally, when you or your family comes 
to New York, you will wish to stay at 


the Montclair. 


This modern hotel is situated in the 
center of the Grand Central district. It 
is convenient to the business district, the 


SINGLE ROOMS, $3.00 


better shops, the popular theatres, and 
famous Radio City. All its eight hun- 


dred rooms feature outside exposure, 


¢ DOUBLE ROOMS, $4.00 


bath, shower, radio. And our manager 
will be especially glad to serve any mem- 
ber of the Institute and his family. 


TWIN-BEDDED, $4.50 


Dine and dance at the attractive Casino Montclair! 
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ON JANUARY 15, 1937 Sample rates listed below indicate the downward 


trend during the last decade. Quality of trans- 


EicuHT reductions in about ten years have sub- _mission and speed of service have been markedly 


stantially cut the cost of Long Distance telephone _—improved in the same period. The average time 


service. required to establish a Long Dis- 
The latest reduction in Long Distance rates _ tance connection was over five min- 

became effective January 15. utes in 1926 — is less than a minute 
Many interstate rates, for calls of more than 42 _—_and a half today. 

miles, are reduced. These reduc- 

tions apply to all day and to many 


: HOW LONG DISTANCE RATES HAVE BEEN CUT 
night and all-day Sunday rates for AS THE RESULT OF 8 REDUCTIONS IN THE LAST 10 YEARS: 





such calls. * 
RATES FOR 3-MINUTE DAYTIME CALLS Station-to-Station Person-to-Person 
The reductions for the first 





January 15, | Jam. 15, | January 15,| Jan. 15, 


three minutes range from 5c to $1, wenme hes 1926 1937 1926 1937 





depending on distance. Cleveland Detroit $ .65 8 .50 $ .80 $ .7O0 
New York Washington 1.35 BS 1.65 1.20 


It costs less now to do business Chicago St. Louis 1.70 1.00 1.35 
Detroit Washington 2.50 1.30 3.10 1.75 


in distant cities—quickly, person- Philadelphia Asheville 3.15 1.55 3.90 2.05 
¥ . ; Buffalo Nashville 4.15 1.95 §.15 2.60 

ally. It’s easier for far-apart friends = Chicago Dallas 5.05 2.30 6.30 3.00 
i Boston New Orleans 8.60 3.75 4.75 

to keep in close touch. Hy Baltimore Salt Lake City | 11.90 5.00 14.85 6.75 
2 New York San Francisco 16.50 6.50 8.75 

















* Night and all-day Sunday rates are still lower- 





Social Security Record Systems 


POSTINDEX IS FAST—ACCURATE— 
CONVENIENT—ALL IN ONE PLACE 


With Postindex, you can submit complete personnel history and employment records— 
all in one place, accumulated by individual to date. A request from you will bring sam- 
ples of the Postindex Master Form and Weekly Record by mail for inspection at your 
convenience. No obligation. 


Postindex Flat Books and Cabinets will give you a compact 
“Social Security” record system for any number of em- 
ployees. Tell us the number employed and let us submit 
complete details. 

Each Postindex form is held in place by a spring steel wire. The per- 
manent and accurate visibility of each record is assured by the metal 
“trunnion.” 


Absolute alphabetical or numerical sequence is maintained with 

speed and with- 

out the trans- 

position of any 

active record by 

the simple meth- 

od of “snapping” 

into place the 

new or addi- 

tional record. 

Speed, flexibility Postingex Flat Book—Mo“el 5 

and ease of handling make Postindex the ideal medium for 

keeping your vital business records “alive” and up to date. 

The varied assortment of styles, the adaptability of Postindex 
ett Dee are without equal. The Postindex representative will be glad 
eee to demonstrate these and many other time saving features of 

Postindex Visible Equipment. 


e OTHER POSTINDEX EQUIPMENT e 


Ask for complete catalog 
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Postindex Swinging Panel Files 
Postindex Rapid Stacks : Model 3 

Model 1 Postindex Drawer Cabinets A compact, efficient reference file that oc- 
The fastest posting visible index file Model 8 ; cupies little space. They afford more refer- 
on the market. Left hand does all Postindex Drawer Cabinets are made with ences in less space, greater speed in opera- 
the handling, leaving right hand 6-7-12-13-19 or 20 draws to the cabinet. Visi- tion, instantaneous rearrangement of forms, 
free for posting. Panels may be bility */,, inch or 14 inch. They are made for easily changed panels at the lowest cost per 
lifted out and replaced instantly. forms 5 x 3, 6 x 4, 8 x 5, 10 x 6 and 12 x 6. thousand names in visible filing. 


Postindex Division, ART METAL CONSTRUCTION COMPANY, Jamestown, N. Y. 


. . « Sostindex Visible Files. . .« 











